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FINANCING MUNICIPAL FACILITIES

TUESDAY, JULY 9, 1968

CoNGRrEss OF THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIG PROGRESS
oF THE JoINT Economic COMMITTEE,
Washington, D.C.

The Subcommittee on Economic Progress met, pursuant to call, at
10:05 a.m., in room 2128, Rayburn House Office Building, Hon. Wright
Patman (chairman of the subcommittee) presiding.

Present: Representatives Patman and Moorheag; and Senators
Proxmire and Jordan.

Also present : John R. Stark, executive director, and Arnold H. Dia-
mond, economic consultant.

Chairman PatmMaN. The subcommittee will come to order.

These hearings are a followup to those held last December on the
problems of financing our hard-pressed municipalities. In the first
hearings, the subcommittee heard testimony on the present practice
of bond rating and its effects on municipalities. It became obvious at
that time that there is great dissatisfaction with the present bond
rating practices and there is feeling that these are unfair to the
smaller communities and that they may often add unnecessarily to the
financing costs of municipalities. This point and others, are discussed
more fully in the detailed opening statement I have made available
to the press, and hereby submit for the record. ( See p. 190.)

In the brief time available for those hearings, we did not have time
to hear from the bond rating houses, but I indicated then that we
would do so later. Now, in this first day of the current hearings,
we are going to have a look at the existing bond rating system and we
have asked some of the leading bond rating officials to explain it to
us. T would like to say at this point that I intend to raise questions
in these hearings about my bill, H.R. 15991, which was introduced
on March 14 of this year. It is similar to S. 3170 introduced by
Senator Proxmire. I am chairman of this subcommittee ; Senator Prox-
mire is chairman of the full committee.

(The bill introduced by Chairman Patman, R.H. 15991, follows. A
similar bill was introduced in the Senate by Senator Proxmire, as S.
3170, on the same date.)

169



170

FINANCING MUNICIPAL FACILITIES

22 H, R, 15991

IN THE HOUSE OF REPRESENTATIVES

MarcH 14,1968

Mr. Patman introduced the following bill; which was referred to the Com-

- mittee on Banking and Currency

A BILL

To_establish a Government corporation to assist in the ex-

© ® A o G A W N
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pansion of the capital market for municipal securities while
decreasing the cost of such capital to municipalities.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the “Municipal Capital Market
Expansion Act of 1968”.

FINDINGS AND DECLARATION OF PURPOSE

SeC. 2. (a) The Congress finds that the municipal
security market, as now constituted, is forcing the Nation’s
municipalities and States to pay such a high rate of interest
on their securities that they cannot afford to finance many

needed public facilities. This high rate of interest is directly
I
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attributable to (1) the limited supply of private capital
available in the present municipal securities market, (2)
the institutional rigidities within such market, and (3) the
failings of the existent municipal securities rating system
which discriminates against most of the Nation’s smaller
communities and many of the larger cities and which fails
to reflect the infinitesimally low rate of actual security de-
faults since World War II.

(b) Itis the purpose of this Act to expand the municipal
capital market and thereby enable State and local public
bodies to borrow private capital funds at net interest costs
lower than are now obtainable through the issnance of secu-
rities and to provide Federal financial assistance to achieve
such lower net interest costs at a net gain to the United States
Treasury.

' DEFINITIONS

SEC. 8. As used in this Act—

(1) The term “Corporation” means the ‘“Municipal
Bond Guarantee Corporation”.

. (2) The term ‘““State” means the several States, the Dis-
trict.of Columbia, the Commonwealth of Puerto Rico, and the
territories and possessions of the United States.

(3) The term “State or local public body” means any
public corporate body or political subdivision; any public

agency or instrumentality of one or more States, municipali-
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ties, or political subdivisions of one or more States (including
any public agency or instrumentality of one or more munici-
palities or other political subdivisions of one or more States) ;
any Indian tribe; and any board or commission established
under the laws of any State to finance specific capital im-
provement projects. '

(4) The term “needed public facilities” means any pub-
lic work, public facility, or equipment relating thereto deemed
necessary by a State or local public body ; but does not include

any industrial or commercial facility for private use, by

* lease, conditional or installment sales contract, or other means

of transfer, where such facility is or will be used primarily
for the mining, manufacturing, assembling, fabricating, stor-
ing, processing, or sale of articles or commodities. -

TITLE I—-MUNICIPAL BOND GUARANTEE

CORPORATION
ESTABLISH OF CORPORATION"

Sec. 101. There is hereby established a body corporate
to be known as the “Municipal Bond Guarantee Corpora-
tion”. The Corporation shall have its principal offices in the
District of Columbia and shall be deemed, for purposes’ of
venue in civil actions, to be a resident of the district of
Columbia. The Corporation may establish offices in such
other places as it deems necessary or appropriate in the

conduct of its business.
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4
BOARD OF DIB.EOTO‘I;S

SEc. 102. (a) (1) The Corporation shall have a Board
of Directors (hereinafter referred to as the “Board”) con-
sisting of —— members to be appointed by the President,
not more than —— of whom shall be regular full-time officers
or employees of the Federal Government. The Board shall
be responsible for overall policymaking and general supervi-
sion of the Corporation.

(2) The President shall designate a Chairman and a

Vice Chairman of the Board.

(3) Each member of the Board shall serve for a term

of four years or until his successor has been appointed;
except that any member appointed to fill a vacancy
occurring prior to the expiration of the term for which his
predecessor was appointed shall be appointed for the re-
mainder of such term.

(4) The Board shall meet at the call of the Chairman
which shall be not less often than four times a year.

(b) Members of the Board, other than members who
are regular full-time officers or employees of the Govern-
ment, shall receive for their services, as members, the per
diem equivalent to the rate for GS-18 when engaged in the
performance of their duties, and each member of the Board
shall be allowed travel expenses, including per diem in lieu

of subsistence, as authorized by section 5703 of title 5,
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5
United States Code, for persons in the Government service
employed intermittently.
EXECUTIVE DIRECTOR

SEC. 103. (a) Subject to the general supervision and
overall policymaking of the Board, the management of the
Corporation shall be vested in an Executive Director who
shall be appointed by the President, by and with the advice
and consent of the Senate.

(b) Section 5315 of title 5, United States Codg, is
amended by inserting at the end thereof a new paragraph
as follows:

“(90) Executive Director, Municipal Bond Guarantee
Corporation.”

GENERAL POWERS OF CORPORATION

SEC. 104. (a) For the purpose of carrying out its

functions under this Act, the Corporation shall have power—
(1) to have a corporate seal which may be altered

at pleasure and to use the same by causing it, or a

facsimile thereof, to he impressed or affized or in any

other manner reproduced;

(2) to sue and be sued;

(3) to enter into and perform contracts, leases,
cooperative agreements, or other transactions, on such
“terms as the Corporation may deem appropriate, and

consent to modification thereof, without regard to sec-



"l M O B W D =

o o

jury
(=]

1

12

13

14

15

16

17

18

FINANCING MUNICIPAL FACILITIES

6
tions 3648 and 3709 of the Revised Statutes, as amended
(31 U.8.C. 529 and 41 U.8.C. 5), and section 322 of
the Act of June 30, 1932, as amended (40 U.S.C.
278a) ;

(4) to appoint and fix the compensation of such
personnel as may be necessary for the conduct of its
business in accordance with the provisions of title 5,
United States Code, governing appointment in the com-
petitive service, and chapter 51 and subchapter III of
chapter 53 of such title relating to classification and Gen-
eral Schedule pay rates, and to obtain the services of ex-
perts and consultants in accordance with section 3109 of
title 5, United States Code, at rates for individuals not
to exceed the per diem equivalent for GS-18;

(5) except as may be otherwise provided in this
title, in the Government Corporation Control Act, or
in any other laws specifically applicable to Government
corporations, to determine the necessity for and the
character and amount of its obligations and expenditures
and the manner in which they shall be incurred, allowed,
paid, and accounted for;

(6) to issue such rules and regulations as may be
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7
deemed necessary or appropriate to carry out the pur-
poses of this Act; and
(7) to exercise all powers specifically granted by
the provisions of this Act and such incidental powers
as are necessary to carry out the purposes of this Act.
(b) All suits of & civil nature at common law or in
equity to which the Corporation shall be a party shall be
deemed to arise under the laws of the United States, except
that no attachment, injunction, garnishment, or other simi-
lar process, mesne or final, shall be issued against the Cor:
poration or its property.

SERVICES AND FACILITIES OF OTHER AGENCIES—UTILIZA-~
TION OF PERSONNEL, SERVICES, FACILITIES, AND IN-
FORMATION . !
SEc. 105. The Corporation may, with the consent of the

agency concerned, accept and utilize on a reimbursable basis;

the officers, employees, services, facilities, and information
of any agency of the Federal Government, except that any
such agency having custody of any data relating tg any of
the matters- within the jurisdiction of the COI'pOI'&tiOiI shall;

to the extent permitted hy law, upon request of the Corpora-
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tion, make such data available to the Corporation without
reimbursement.

FINALITY OF CERTAIN FINANCIAL TRANACTIONS

SEc. 106. Notwithstanding the provisions of any other
law, any financial transaction authorized under this Act shall
De final and conclusive upon all officers of the United States.

TAXATION

SEc. 107. The Corporation, including its reserves, sur-
plus, and income shall be exempt from all taxation now or
lereafter imposed by the United States, or by any State, or
any subdivision thereof, except any real property acquired
by the Corporation shall be subject to taxation by any State
or political subdivision thereof, to the same extent, accord-
ing to its value as other real property is taxed.

GOVERNMENT CORPORATION CONTROL ACT

SEc. 108. Section 101 of the Government Corporation
Control Act is amended by inserting after “Federal Housing
Adrﬁinistr&tion,” the following: ‘“Municipal Bond Guaran-
tee Corporation,”.

ANNUAL REPORT

SEc. 109. The Corporation shall submit to the Presi-

dent, for transmission to the Congress, a comprehensive an-

-
nual report of its activities under this Act.
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APPROPRIATIONS
SEC. 110. Except as otherwise specifically provided for
in this Act, there are authorized to be appropriated such
sums as may be necessary to enable the Corporation to carry
out its functions under this Act.

TITLE II-FUNCTIONS OF THE CORPORATION
COMPREHENSIVE ECONOMIC AND FISCAL REPORTS
SEC. 201. (a) Upon the request of any State or local

public body which intends to issue bonds or other securities
to finance needed public facilities, or by any bond under-
writing firm or bank planning to submit a bid for such bonds
or other securities, or by any Federal agency th_a,t has re-
ceived an application from a State or local public body for
assistance in financing a public facility under a Government
direct loan or loan éuaranty program, the Corporation is
authorized to provide a comprehensive report detailing the
public body’s economic and fiscal resources. Such report shall
include, but not be limited to—
(1) a review of the economic circumstances of the
area served by such body, such as demographic factors,
business activity, construction patterns, income, employ-

ment, and public facilities infrastructure;
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(2) an examination of such body’s fiscal position in-
cluding trends of revenues, expenditures, tax levies and
collections, property valuations, Federal and State aids,
direct and overlapping indebtedness;
(8) if revenue-producing facilities are involved, an
analysis of the relevant financial statements, rate sched-
ules and users, and other financial development; and
(4) appropriate economic, fiscal, and financial
ratios, averages, and indices and comparisons of such
measures with national and regional averages.
Such report shall exclude qualitative judgments or compa-
rable comments that in any way involve an evaluation of
the investment merits of a prospective bond issue or reflect
a credit evaluation of the State or local public body con-
cerned.

(b) The Corporation is authorized to charge and collect
a fee for reports provided under this section to cover admin-
istrative and other necessary expenses. Such fee shall not
exceed, in the case of any such report, one-tenth of 1 per
centum of the amount of the bonds or other securities to be
issued or loans to be made, but in no event shall the fee for
any such report be less than $100 or more than $5,000.

(¢) All fees received in connection with reports pro-

. vided under this section, all funds in the form of gifts, be-
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quests, or demonstration grants received from private foun-
dations or associations, Federal agencies, or other public
bodies seeking to improve the quality and availability of
information relating to the economic and fiscal circumstances
of State and local public bodies, and all other receipts of the
Corporation in connection with the performance of its func-
tions under this section, shall be deposited in a revolving
fund to be established by the Corporation which shall be
known as the Municipal Economic and Fiscal Reports
Fund. All administrative and other expenses incurred by
the Corporation in connection with the performance of its
functions under this section shall be paid from such fund.

(d) Notwithstanding any other provision of law, no
application by a State or local public body for a loan under
title IT of the Housing Amendments of 1955, section 201
of the Public Works and Economic Development Act of
1965, section 306 of the Consolidated Farmers’ Home Ad-
ministration Act of 1961, or the Small Reclamation Projects
Act of 1956 shall be approved unless there has been re-
ceived by the admninistering Federal agency a comprehensive
economic and fiseal report prepared under this section. Any
fee paid in connection with any such report, as prescribed
in subsection (b), may be included in the amount covered

by the Federal loan or loan guarantee.
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DEBT SERVICE GUARANTEE CONTRACTS
SEC. 202. (a) Upon the application of any State or
local public .body, the Corporation is authorized to enter
into a debt service guarantee contract to guarantee the pay-
ment of principal and interest on bonds or other securities to
be issued by such body to finance one or more needed public

facilities. Any such contract shall obligate the Corporation,

.during any period in which the bonds or other securities are

outstanding, to pay to a trustee under an indenture securing
such bonds or other securities (or to a paying agent where
no trustee is provided for) , such amounts as may be needed,
when added to the moneys available from the taxes, revenues,

or other funds pledged by such body as security for such

‘bonds or other securities (including all reserve funds there-

for), to make payments of principal and interest when due.
(b) No guarantee contract shall be entered into under
this section unless—

(1) a comprehensive economic and fiscal report has
been prepared by the Corporation, pursuant to section
201, with respect to the State or local public body
applying for the guarantee;

(2) the interest income from the bonds or other
securities with respect to which the guarantee is entered

into is subject to Federal taxation, and such bonds or
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other secutities are to be issued and sold to persons or

entities other than the United Btates or any agency

thereof; and

(3) the Corporation determines that (A) such

bonds or other securities contain satisfactory amortiza-

tion provisions not in excess of the debt-paying capacity

of the borrower, and (B) the public facility project to be

financed is economically sound.
In making the determinations under clause (3), the Cor-
poration shall rely, to the fullest extent possible, upon the
data contained in the comprehensive economic and fiscal re-
port referred to in clause (1), and upon the borrower’s debt
repayment record during the twenty-five-year period pre-
ceding the date of application for a guarantee under this
section.

(c) The Corporation is authorized to charge and col-
lect an annual fee, as consideration for a guarantee of bonds
or other securities under this section, to cover necessary ad-
ministrative expenses and to provide a reserve for losses.
Such fee shall not exceed two-tenths of 1 per centum per
annum of the aggregate amount of bonds or othet securities
covered by the guarantee contract which are outstanding at

the beginning of each year.
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. MUNICIPAL DEBT SERVICE GUARANTEE FUND
Sec. 203. (a) There is hereby established in the Treas-
ury a revolving fund to be known as the “Municipal Debt

Service Guarantee Fund” (hereinafter referred to as the

_“fund”) which shall be used by the Corporation in carry-

ing out section 202. Initial capital for the fund shall be ob-

tained through the issuance by the Corporation of debenture

notes, and notes so issued shall be subseribed to as follows:

(1) The Federal Deposit Insurance Corporation

183

_shall subscribe to such notes in a principal amount of

- $1,000,000.

(2) The Federal Savings and Loan Insurance Cor-
‘poration shall subscribe to such notes in a principal
amount of $100,000. o

(3) Each Federal Reserve bank shall subscribe to

. . such .potes in a principal amount equal to two-tenths
- .of 1. per centum of the surplus of such bank on Janu-

_ary .1, 1968.

. Subscriptions shall be accompanied by a certified check pay-

able to. the fund in an amount equal to one-half of the sub-

seription; The remainder of such subscription shall be subject

to; call from time to time by the Corporation upon ninety
days’ notice. Notes so issued shall bear interest at a rate to

be determined in accordance with subsection (c), and shall

$lertm?

e repayable in annual installments, commencing not earlier
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than ten years from the date of receipt of the subscription
price.

(b) All fees received in connection with guaf&ntces
issued under section 202, all receipts from the issuance of
debenture notes, all funds borrowed from the Secretary of
the Treasury pursuant to subsection (c), all earnings on the
assets of the fund, and all other receipts of the Corporation
in connection with the performance of its functions under
section 202 shall be deposited in the fund. All payments to
trustees (or paying agents) under section 202 (a), repay-
ments of debenture notes issued pursuant to subsection (a),
repayments to the Secretary of the Treasury of sums bor-
rowed pursuant to subsection (c), and all administrative
expenses and other expenses of the Corporation in connec-
tion with the performance of its functions under section 202
shall be paid from the fund.

(¢} (1) The Corporation is authorized to issue to the
Secretary of the Treasury from time to time notes or other
obligations for purchase by the Secretary in amounts suffi-
cient, together with moneys in the fund, to make payments
of principal and interest on all honds or other securities
guaranteed under section 202 in accordance with a debt
service guarantee contract. Such obligations shall be in such
forms and denominations, have such maturities, and be sub-

ject to such terms and conditions as may be prescribed by
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the Secretary, with the approval of the Secretary of the
Treasury. Such notes or other obligations shall bear interest
at a rate determined by the Secretary of the Treasury reflect-
ing the average annual interest rate on all interest-hearing
obligations of the United States then forming a part of the
public debt as computed at the end of the fiscal year next
preceding the issuance by the Secretary and adjusted to the
nearest one-eighth of 1 per centum.

(2) The Secretary of the Treasury is authorized and
directed to purchase any notes or other obligations of the
Corporation issued under this subsection, and for such pur-
pose the Secretary of the Treasury is authorized to use as a
public debt transaction the proceeds from the sale of any
securities issued under the Second Liberty Bond Act; and the
purposes for which securitics may be issued under such Act
are extended to include the purchase of any such notes or
other obligations. The Secretary of the Treasury may at any
time sell any of the notes or other obligations acquired by
him under this section. All redemptions, purchases, and
sales by the Secretary of the Treasury of such notes or other
obligations shall be treated as public debt transactions of the
United States.

TINTEREST REDUCTION GRANTS
Sec. 204. (a) In order to achieve a decrease in the

interest cost burdens arising in the financing of needed pub-

185
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lic facilities, the Corporation is authorized to enter into
contracts to make interest reduction grants to any State or
local public hody in connection with bonds or other securities
issued by such body to finance needed public facilities; except
that no grant shall be made hereunder in the case of any
bonds or other securities the interest income from which is
cxempt in whole or in part from Federal taxation.

(b) The amount of any grant made under this section
shall not exceed the sum of (1) the guarantee fee prescribed
in section 202 (¢), and (2) 33% per centum of the annual
interest charge payable each year by the State or local
public body on the bonds or other securities with respect to
which such grant is made. Any such grant shall be payable
for each of the years in which any of the bonds or other
securities covered by the contract are outstanding.

(c) No grant shall be made under this section unless
(1) the State or local public body has entered into a debt
service guarantee contract pursuant to section 202, and (2)
the Corporation finds that the interest charges on the bonds
or other securities are reasonable, after taking into account
the taxable status of the bonds or other securities, the avail-
ability of a Govemmenf guarantee, and the general level of
interest rates then prevailing.

(d) The Corporation may make advance or progress
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payments on account of any contract entered into pursuant
to this sectivn, notwithstanding the provisions of section
3648 of the Revised Statutes.

(e) There are authorized to be appropriated such sums
as may be necessary to carry out the provisions of this sec-
tion. Any sums so appropriated shall remain available until
expended.

INVESTMENT OF FUNDS

SEc. 205. Moneys in the Municipal Economic and Fiscal

Reports Fund and in the Municipal Debt Service Guarantee -

Fund may be invested in obligations of the United States or
in obligations guaranteed as to principal and interest by the
United States, or in obligations eligible for investment of pub-
lic funds. Such obligations may be sold and the proceeds
derived therefrom may be reinvested in other obligations
of the type herein prescribed. Income from such investment
or reinvestment shall be deposited in the respective funds.
CONFORMING AMENDMENTS

SEc. 206. (a) Section 202 (b) (1) of the Housing
Amendments of 1955 is amended by striking the comma
after “reasonable terms” and inserting in lieu thereof ‘“with
due allowance for the debt service guarantees authorized by
the Municipal Capital Market Expansion Act of 1968,”.

(b) Section 201 (a) (2) of the Public Works and Eco-

187
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nomic Development Act of 1965 is amended by inserting
after “on terms” the following: “, with due allowance for
the debt service guarantees authorized by the Municipal
Capital Market Expansion Act of 1968,”.
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Chairman Pataran. Both of these bills would provide Government
guarantees for municipal bonds, as well as grants for one-third of the
interest costs. They would also provide for Federal information on
municipal securities in order to make easier a fair and adequate eval-
uation of municipal securities.

The news release announcing these hearings and the schedule of
witnesses who will appear will be made part of the record at this point.

(Release and schedule referred to follow :)

[For immediate release, Friday, June 7, 1968}

CONGRESS OF THE UNITED STATES, JOINT EcoNoMIC COMMITTEE, SUBCOMMITTEE
oN EcoNOMIO PROGRESS

Representative Wright Patman (D-Texas), Vice Chairman of the Joint Eco-
nomic Committee, and Chairman of its Subcommittee on Economic Progress, to-
day announced new dates for the Subcommittee’s hearings on Municipal Finance.
Originally scheduled for May, they had to be postponed until July because of
the pressures of House business. The Texas Democrat named July 9, 10, and
11 as the new hearing dates.

The hearings are a sequence to those held last December on general municipal
finance problems. In the December hearings, the Subcommittee heard testimony
on the consequences bond ratings have on the ability of municipalities to finance
planned facilities. The upcoming hearings will focus on three areas:

1. Methods used in determining bond ratings;

2. The role of Federal supervisory agencies ; and

3. Means of improving the current rating system.
Witnesses appearing before the Subcommittee will represent bond rating and
underwriting institutions and relevant government agencies.

Mr. Patman said that there is great dissatisfaction with the present system of
bond rating, and, in some instances, excessive costs to municipalities by reason
of bond rating practices. He said there was great demand that the underwriters
and bond rating agencies be heard from, and that these hearings would afford
such an opportunity.

The Texas Democrat also said that he would raise questions about his bill,
H.R. 15991, introduced on March 14, 1968, and the similar bill, 8. 3170, of
Senator William Proxmire (D-Wis.), Chairman of the Joint Economic Com-
mittee. These bills would provide government guarantees for municipal bonds,
as well as grants for one-third of the interest costs. The bills would also provide
for Federal information on municipal securities in order to facilitate a fair
and equitable evaluation of municipal securities.

The schedule of witnesses is attached.

HEARINGS ON MUNICIPAL BonNp RaTINGS, JULY 9, 10, AND 11, 1968, RooMm 2128,
RAYBURN HoUSE OFFICE BUILDING

TUESDAY, JULY 8—10 AM.

The Ezisting Bond Rating System
Robert C. Riehle, Vice President, Moody’s Investor Service.
Brenton W. Harries, Vice President, Standard & Poor’s.
‘Wade 8. Smith, Director of Municipal Research, Dun & Bradstreet.
Walter W. Craigie, Sr., Vice President, Craigie & Co., Inc.

WEDNESDAY, JULY 10—10 AM.

Investor Reliance Upon Bond Ratings

Kenneth A. Randall, Chairman, Federal Deposit Insurance Corporation.
William B. Camp, Comptroller of the Currency.
William McChesney Martin, Chairman, Board of Governors of the Federal
Reserve System.
THURSDAY, JULY 11—10 AM.

How To Improve Bond Rating System
‘Walter H. Tyler, President, Walter Tyler & Co.
James F. Reilly, Partner in Charge of Bond Division, Goodbody & Co.
Bert A. Betts, Bert A. Betts & Associates.
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OPENING STATEMENT OF REPRESENTATIVE WRIGHT PATMAN,
CHAIRMAN OF THE JOINT ECONOMIC COMMITTEE, SUBCOMMIT-
TEE ON ECONOMIC PROGRESS

Chairman Parman. As may be recalled, the Subcommittee on Eco-
nomic Progress of the Joint Economic Committee issued in January
1967 a comprehensive two-volume study on State and Local Public
Facility Needs and Financing. The first volume estimated capital re-
quirements over the next decade for essential public facilities. The sec-
ond volume analyzed the capacity of the municipal securities market to
meet these anticipated capital requirements.

The subcommittee’s study was addressed to three basic questions:

First, is there likely to be an adequate supply of investment funds in
the municipal securities market, or, to put 1t more succinctly, who will
buy the expanding volume of tax-exempt municipal bonds?

Second, is a tax-exempt security best suited to obtain the requisite
funds needed to meet projected future capital requirements?

Third, can the existing marketing machinery expand sufficiently to
accommodate an increasing volume of securities?

With respect to the third question, our hearings today and in the
next 2 days are concerned with municipal bond ratings, that is, the
ratings assigned by the private investment advisory services to secu-
rities issued by State and local public bodies. These hearings are a
continuation of the hearings held by this subcommittee last December
when we explored the difficulties experienced by small municipalities
in marketing their bonds and the consequences of bond ratings.!

At the December hearings we heard from those who are directly
affected by bond ratings—the mayors and other municipal officials.
They testified that many small communities do not receive any rating
at all on their bond issues because the sizes of their issues are less than
the $600,000 and $1 million minimum observed by the rating services.
One witness reported that in the State of Ohio less than one-third of
the taxing public bodies had ratings assigned to their bond issues. The
fact that its bonds are unrated may cost a small municipality as much
as 1 percent in annual interest rates on its borrowing.

Witnesses representing several large cities, whose bond ratings had
been lowered in recent years, testified that their cities are now required
to sell new bond issues at interest rates higher by one-eighth to one-
half of 1 percent per year over what they might have paid, if they
continued to have their earlier rating. These consequences of the bond
rating system—which penalizes the smaller community that lacks ac-
cessibility to the New York bond market and which punishes the larger
city that goes heavily into debt in order to provide adequate public
services for its citizens while supporting its poor residents—are clearly
cause for concern.

The higher interest costs for municipal borrowing brought about by
the bond rating system reduces the amount of funds that cities can
spend for police protection, education and other essential public serv-
ices. In this sense, the urban crisis now pervading many of our larger
cities can in part be attributed to the consequences of the bond rating
system.

1 “Financing Municipal Facilities,”” vol. I, hearings before the Subcommittee on Economic
Progress, Joint Economic Committee, Dec. 5, 6, and 7, 1967.
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Because we were very much disturbed by the revelations brought out
in the December hearings, Senator Proxmire, chairman of the Joint
Economic Committee, and I introduced legislation designed to im-
prove the private bond rating system. We recognized that the compila-
tion and assemblage of economic and fiscal data for particular munici-
palities by Moody, Standard & Poor’s, and Dun & Bradstreet involved
duplication and even triplication of effort. Such triplication of effort
means that less resources are available for more comprehensive anal-
yses of the large cities or for any analysis at all for the smaller
communities.

To relieve this duplication on the one hand, and the apparent scanti-
ness of data on a number of communities, we have proposed that the
fact-gathering function be separated from the credit-evaluation func-
tion. As reflected by section 201 of our respective bills, S. 3170 and
H.R. 15991, we have proposed that the fact-gathering function should
be performed by a public agency, financed by fees paid by the local gov-
ernments issuing bonds. It is our view that adequate presentation of
all relevant facts pertaining to a bond issue is the responsibility of a
borrower; and the costs of the requisite fact gathering should be re-
garded as one of the costs incident to a successful marketing of a bond
issue.

On the other hand, bond ratings and credit evaluations should con-
tinue to be made by private companies as a service to their subscribers
or clients who should be expected to pay for such investment advice.
Neither Senator Proxmire nor I ever intended that the Federal Gov-
ernment should rate municipal bonds. Instead, our respective bills state
explicitly that the comprehensive economic and fiscal reports “shall
exclude qualitative judgments or comparable comments that in anyway
involve an evaluation of the investment merits of a prospective bond
issue or reflect a credit evaluation of the State or local public body
concerned.”

Our witnesses today are Brenton W. Harries, vice president, Bond
& Data Services Division, Standard & Poor’s Corp.; Robert S. Riehle,
vice president, Moody’s Investors Services, Inc., Wade S. Smith, vice
president, Municipal Services Division, Dun & Bradstreet, and Walter
W. Craigie, president, F. W. Craigie & Co., Inc.

Mr. Harries, will you proceed in your own way? We ask that you
limit your oral statement to 10 or 15 minutes, with the understanding
that you may file a longer statement for the record, as you decide
when you get your transcript to look it over and approve it.

Mr. Harries?

STATEMENT OF BRENTON W. HARRIES, VICE PRESIDENT, BOND
AND DATA SERVICES DIVISION, STANDARD & POOR’S CORP.

Mr. Harries. Chairman Patman and distinguished members and
staff of the subcommittee, we deeply appreciate the opportunity to ap-
pear before this committee and assure you of our complete cooperation
n these hearings.

In accordance with your request, I have submitted a prepared state-
ment containing my answers to the questions that were posed to us,
along with comments on certain specific previous testimony received
by this committee, as well as an explanation of our new policy on mu-
nicipal bond contract rating.



192 FINANCING MUNICIPAL FACILITIES

In the brief period allotted to me this morning for oral presentation,
I would like to tell you something of the steps which we use to rate
bonds, and also steps that we have taken to continue to provide munici-
pal ratings. I also wish to tell you something of the research effort
which we are expending in this area.

In addition, if time permits, I would like to comment on three items
of specific testimony which you received back in December and which
we feel should be better clarified

‘Chairman Parman. You are certainly encouraged to do so, and you
may extend your remarks as you desire.

Mr. Hargies. Thank you, Mr. Chairman.

The committee has requested comment about the methods we use in
determining bond ratings. I have covered this in my prepared state-
ment but would like to try to give you a brief synopsis of the rudi-
ments of rating. Basic analysis begins by covering every pertinent
financial statistic, which means not only current stafements but a his-
tory of the immediate prior years. This task can be difficult because of
the varying inadequacies or absence of published fiscal statistics.

Certain key ratios are then determined, such as the percent of net
. debt to assessed valuation, and these ratios are then compared with
other units.

Included in this initial examination are tax levies and collections,
direct and overlapping debt, governmental aid, debt service require-
ments for existing debt and proposed debt, property valuations, statu-
tory debt requirements, per capita income, per capita debt, debt repay-
ment record and a multitude of other financial statistics.

After this initial financial investigation comes a review of the eco-
nomic base and kindred socioeconomic factors. These include popula-
tion, industry—both amount and composition—sources of income for
the citizens, property use and tax base, welfare costs and particularly
the trend of such costs and which unit of government bears these costs,
school population trends and future needs, the local government, its
form and demonstrated management abilities. Throughout, the analy-
sis is comparative, with an eye toward detecting abnormalities which
may influence this community’s ability to repay its debt.

Lastly come some of the most difficult parts of the analysis. What
can be expected to happen in the future? Has there been planning to
provide the means to sustain the growth that may be expected? Is
there a chance the projected growth will not take place? Has provision
been made for economic setback and will there be adequate safety if
recession strikes the area?

These are some of the items in the basic analysis T have time to
mention in these brief remarks.

A practical case may illustrate the basic point I wish to make, which
is that every factor that can influence the ability to repay the debt must
be taken into account, weighed, and related to other credits to which we
assign ratings.

There is a city of 90,000 in Texas, outside of Dallas, called Irving.
Looking just at current debt ratios, the debt of Irving would warrant
a low rating. They are incurring large amounts of debt at a very high
rate. However, we must look beyond simply the numbers and try to
determine more precisely what is happening in Irving, why they are
doing this, in order to measure its ability to sustain the debt.
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Irving is a bustling community. It is a growing suburb of Dallas.

The new Texas stadium will be built in Irving. The city has annexed
5,600 acres adjacent to the Dallas-Fort Worth Airport for industrial
development. Gross statistics for housing, income, and education are
all above average. The city recently passed a 1-percent sales tax. They
can effectively alter their property tax rate limit by changing the
basis of tax assessment. Perhaps most important is the planning we
see in the steps which Irving has taken to provide for the needs of its
citizens. They have recently shown us a plan for the use of capital
funds for the next 5 years to provide schools, streets, sewers, and water
facilities. Evidence of such planning had not been previously made
available. Although the historical analysis alone by the old traditional
methods could lead to a downgrading of its credit rating, quite to the
contrary it was our opinion that Irving was planning and providing
properly for the needs of its people and on the basis of these decisions,
we actually raised the rating on the city from BBB to A.

The point to be emphasized is that the rating determinations must
take into account the comparative degree of possibility of debt repay-
ment. In Irving, we believe the risk of default has been diminished, due
to improving economic and managerial factors despite the volume of
debt being issued.

I would now like to discuss changes which have taken place in
Standard & Poor’s rating policy during this year.

Since 1949, Standard & Poor’s has voluntarily rated municipal debt
in excess of $1 million. We also rated debt of any amount less than
$1 million, but only upon payment of a fee to reimburse us for the
analytical time required because the lesser debt issues were not of suf-
ficient interest to the subscribers to our publications.

I wish to emphasize that any municipality, regardless of the amount
of debt outstanding, could receive a Standard & Poor’s rating, if not
voluntarily by Standard & Poor’s, then upon request and payment of
a modest fee.

Last year alone, incidentally, we issued almost 160 of these contract
ratings.

However, with the tremendous expansion of municipal issues, the
task of providing voluntary ratings became too great a burden for us
to handle without finding some method to be paid for our work. The
revenue from the published services simply was insufficient to continue
to support the rating effort.

Consequently, on March 1 of this year, we ceased the voluntary rating
of issues and expanded the contract fee based rating system to encom-
pass all our ratings. Now, we do not rate any issue unless a fee is paid
to reimburse us for the analytical work and expense involved.

This new policy, has received an excellent response. Since March 1,
over one-half of the new issues representing approximately 85 per-
cent of the par value of bonds sold has received a Standard & Poor’s
rating and paid for it. The income generated has provided the means
to raise salary levels to those which are both competitive and attrac-
tive. We have greatly increased our staff and employed resident field
men who operate in Pennsylvania, and recently, just this past week,
we have a man who will work out of Houston and cover Texas. We are
aggressively seeking further additions to the department.

Furthermore, we are in the midst of a computer-based research
study to analyze and formulate new ways to use Standard & Poor’s
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computer capability in the determination of municipal ratings. We
have employed Dr. Roy Bahl of the Maxwell School and the Metro-
politan Studies Center of Syracuse University. Dr. Bahl and a group
of associates are in the process of reassessing and critiguing the meth-
ods presently used by Standard & Poor’s in rating municipal bonds,
and investigating and evaluating procedures for the utilization of com-
puter technique In municipal bond analysis and credit rating. As part
of this self-evaluating and streamlining program, next August 12,
a seminar will be conducted at our offices 1n New York with some of
the foremost members of the academic world who have spent years in
the analysis of municipal data. There will also be Dr. John S}ilannon
from the Advisory Commission on Intergovernmental Relations here
in Washington. The seminar will be to critique and review the pro-
posals forthcoming from this research to enable us to commence the
program and data compilation.

For example, we hope to systematize the quantitative aspects of
municipal bond analysis by creating a fiscal and economic computerized
data bank. This standard format of data will enable each analyst to
consider the same broad spectrum of fiscal and economic data 1n his
preliminary analysis of the quality of a particular issuer’s credit. Fur-
ther, the continuous updating of this data bank will enable more effi-
cient and conclusive periodic reviews of municipal bond ratings.

In the near future we would like the permission of the committee to
render a supplementary report to you which will contain specific
recommendations as to how certain governmental agencies may process
data available to them in order to more readily accommodate the
requirements for municipal data reporting.

Chairman ParmMan. We will welcome that.

Mr. Harrizs. I repeat for emphasis that our policy of fee rating is
making possible this study and innovations in this area of Standard &
Poor’s business.

If I may take a moment, I would like to clarify three specific items of
testimony which were received and for which we would like to help the
committee have a clearer understanding.

Testimony was received which indicated that only 30 minutes per
issue could be spent by the rating agencies in analyzing any particular
rating due to time and personnel limitations. Actually, our policy is to
review each rating prior to a sale and at least once a year. I submit that
it is not necessary to make an in-depth analysis of every rating every 90
days. The changes that affect ratings, that is, changes in the commu-
nity’s economic base, its very life, when no debt is being issued are
normally evolutionary ones. They did not just happen as with a riot;
they do not just occur, such as a fire. They are slow to evolve.

Because of familiarity, often it is only necessary to review the cur-
rent and prior annual reports of the community to detect any unusual
trends. This continuing review takes notice of the reduced amount of
debt outstanding as bonds mature or are called, as well as new statisti-
cal information. However, more basic analytical work is performed
prior to a sale of bonds, inasmuch as the sale materially alters the debt
outstanding and other key rating factors. Consequently, we believe the
figure of 30 minutes per issue mentioned in these hearings is both mis-
leading and incorrect. Some issues require that several analysts spend
several days to determine the rating while others require only updat-
ing, often just annually.
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Another question which the committee asked was why Standard &
Poor’s rated bonds of the New York City Transit Authority AA, when
the bonds are guaranteed by New York City, which is rated BBB.

The answer is that the revenue bonds of the New York City Transit
Authority are not normal municipal revenue bonds. Most municipal
revenue bonds are secured by the net revenues of the operating facility.
This means that debt service payments are paid after operating and
maintenance expenses. Inasmuch as the New York City Transit
Authority operates at a continuing deficit, the New York State Legis-
lature authorized revenue bonds payable from the gross revenues of
the authority. This means that, during any 6-month period during
which principal and interest payments are required to be made, the
transit authority turnstiles need operate only 20 rush hours in order
to provide sufficient revenue to pay all their interest and principal pay-
ments. For this reason, we regard the transit authority bonds as stand-
ing by themselves, separate from the guarantee of the city of New York
and, in fact, offering relatively better quality.

One other brief item: the committee was presented testimony that
some 427 factors should be considered in establishing a rating, with
the implication that a great deal of time is needed to review such a
tremendous number of factors.

I would simply like to clarify that to the extent that we do not try
to number the factors that we look at. It is not so important to us how
many factors there are, but are all that have a bearing properly in-
cluded and measured, and is the impact of each on credit worthiness
properly weighed? For example, a rating analysis for a general ob-
ligation issue of a small, stable, residential community requires ex-
amination of a wholly different set of factors from, for example, a
bridge revenue bond issue.

I am going to stop now. I appreciate very much the opportunity to
appear before you. 1 hope I have given some insight as to what Stand-
ard & Poor’s hopes to accomplish 1n this area. We welcome your ques-
tions.

(The prepared statement of Mr. Harries follows:)

PREPARED STATEMENT OF BRENTON W. HARRIES

Chairman Patman and distinguished members and staff of this Committee:
I represent Standard & Poor’s Corporation. We deeply appreciate the opportu-
nity to appear before this Committee and assure you of our complete cooperation
in these hearings.

Standard & Poor’s is a financial publisher and also acts as an investment coun-
sellor. It is particularly well known for its publications containing financial in-
formation, recommendations and advice pertaining to securities.

It is an outgrowth of the merger in 1941 of Poor’s Publishing Company and
Standard Statistics Company, Inc. In 1949 Standard & Poor’s began publishing
municipal ratings in its weekly Bond Outlook and disseminating this information
to its subscribers.

Standard & Poor’s municipal bond ratings are ‘“quality ratings” as opposed to
“market ratings.” A quality rating is not a recommendation to buy or sell; itis a
comparative rating which attempts to measure the relative investment quality of
one municipal obligation to another. It is not merely a measure of safety of inter-
est or principal. If it were, then municipal bonds would be rated yes or no: default
likely or unlikely.

The function of ratings, therefore, is to attempt to provide the investor with a
distinction between the quality of the credits available to him for investment.

One of the basic requirements for investments, by banks, for example, is that
of marketability and liquidity. Bonds with certain quality ratings are considered
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readily marketable, and principally for that reason, bonds with these ratings are
not questioned by bank examiners as to marketability and book value. With the
passage of time, ratings began to be used for the purpose of appraising relative
investment quality by investors, underwriters and dealers as well as by personnel
of government agencies such as the Controller of the Currency and the FDIC.
.I respectfully submit that these ratings have obviously established some endur-
ing merit, or they would never have enjoyed the use to which they have been put
and the respect which has been accorded them.

Today, Standard & Poor’s makes its municipal ratings available in three
publications.

First is the weekly Bond Outlook which carries ratings of issues to be sold
over the next thirty days, as well as newly assigned ratings as well as ratings
which have been revised since the last issue. Second is the Bond Guide, which,
although essentially purchased as a corporate bond tool, devotes a section to
listing the letter ratings assigned mmunicipal issues. Third is Standard & Poor’s
Bond Selector, a bimonthly publication which shows pertinent financial statistics
of the debt outstanding in addition to the rating.

Prior to March 1, 1968, Standard & Poor's voluntarily rated the issues of
approximately 9,600 municipal issuers. On J anuary 24 of this year, we announced
that effective March 1, 1968, we would rate municipal bonds only upon payment
of a fee to reimburse us for the rating costs. This major policy change is reviewed
at length in the last section of this statement.

SPECIFIC ANSWERS TO PREVIOUS TESTIMONY

In addition to answering the questions specifically outlined in your letter of
April 16, I think it desirable that I first comment on certain items of testimony
received by this Committee in the hearings of December 5, 6 and 7, 1967.

First, testimony was received which indicated that only thirty (30) minutes
per issue could be spent by the rating agencies in analyzing any particular rating
due to time and personnel limitations (page 12 of Hearings, Vol. 1). Actually,
our policy is to review each rating prior to a sale and at least once g year. I
submit that it is not necessary to make an in depth analysis of every rating
every three months. The changes that affect ratings when no new debt is being
issued are normally evolutionary ones. Because of familiarity, often it is only
necessary to review the current and prior annual reports of the community to
detect any unusual trends. This continuing review takes notice of the reduced
amount of debt outstanding as bonds mature or are called, as well as new
statistical information. However, more basic analytical work is performed prior
to a sale of bonds, inasmuch as the sale materially alters the debt outstanding
and other key rating factors. Consequently, we believe the figure of 30 minutes
per issue mentioned in these hearings is both misleading and incorrect. Some
issues require that several analysts spend several days to determine the rating
while other require only updating, often just annually.

Second, prior testimony indicated that Standard & Poor’s did not rate issues
where the total amount of debt outstanding was less than $1 million. (page 59,
Hearings, Vol. 1) The word “voluntarily” should be added to the statement to
make it correct. For the last several years we have rated debt in a gross amount
less than $1 million when requested to do so upon payment of a fee to reimburse
us for the work required. We did not perform this work voluntarily because the
debt outstanding was too small to be of general interest to our subscribers.
Actually, we rated over 150 such issues during 1967 alone, on a fee basis, the
amount of the fee depending upon the complexity of the analytical work in-
volved. Standard & Poor’s municipal ratings have for years been available to any
municipality which we did not rate voluntarily.

Third, the Committee asked “why Standard & Poor’s rated bonds of the New
York City Transit Authority AA, when the bonds are guaranteed by New York
City, which is rated BBB.” (page 65, Hearings, Vol. 1) The answer is that the
revenue bonds of the New York City Transit Authority are not normal municipal
revenue bonds. Most municipal revenue bonds are secured by the net revenues of
the operating facility. This means that debt service payments are paid after
operating and maintenance expenses. Inasmuch as the New York City Transit
Authority operates at a continuing deficit, the New York State Legislature au-
thorized revenue bonds payable from the gross revenues of the Authority. This
means that, during any six month period during which principal and interest
payments are required to be made, the Transit Authority turnstiles need operate
only 20 rush hours in order to provide sufficient revenue to meet these payments.
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For this reason, we regard the Transit Authority bonds as standing by them-
selves, separate from the guarantee of the City of New York and, in fact, offering
relatively better quality.

Fourth, previous testimony relating to the City of New York suggested that
the reduction in the New York City rating was arrived at through the inter-
vention of the President of Standard & Poor’s and was not determined by the
municipal bond rating department. (page 61, Hearings, Vol. 1) This is incor-
rect. It has always been the normal procedure when the rating of a state or
major city or authority is changed either up or down to alert the senior officers
of the Corporation and to give them the opportunity to question all aspects of the
analysis and to maximize our exercise of judgment.

These officials do not initiate rating changes nor do they veto the actions of
a majority of the municipal rating committee.

Fifth, the testimony states that rating agencies also act as municipal con-
sultants, implying that Standard & Poor’s acts as a municipal financial con-
sultant to the issuers and then rates the bonds. (page 19, Hearings, Vol. 1)
This is not so. Standard & Poor’s has never so acted, is not now so acting and
has no intention of doing so.

Sixth, the hearing of December 5, 1967, seemed to indicate that Standard &
Poor’s should consider 427 factors in establishing a rating (pp. 4047, Hearings,
Vol. 1), with the implication that a great deal of time is needed to review such
a tremendous number of factors. Actually, while it is true that the total number
of the factors listed is 427, many of the factors are repeated for all the categories
of municipal agencies and a number of such factors are repeated for each item
under a general heading. What is important in discussing the factors which
affect a rating is not how many there are; but rather are all which have a
bearing properly included, and is the impact of each properly weighed? A rating
analysis for a general obligation issue of a small, stable, residential community
requires examination of a wholly different set of factors than, for example, a
revenue bond issue.

ANSWERS TO COMMITTEE QUESTIONS

1. What is the volume of municipal bond rating activity by your firm in 1967

in terms of :
S & P Response

(a) number of ratings assigned during the year . . ____ 3,341
(b) number of different public bodies involved . o 3,057
(e) delineation of the ratings between:
1. state governments and agencies - ———- 146
2. local public bodies_ -~ 2,911
(d) the proportion of ratings accorded to: .
1. general obligation bonds_.- ——- — - 2,407
2. revenue bonds__ - - 932
3. special assessment bondS__ oo 2

(e) for the G. O. and revenue bond issues, separate breakdowns
of the ratings assigned according to grade
AAA

- 133
AA _ - T01
A ——— eem 1,492
BBB - 975
BB __ —— e e 33
Lower 7

(f) the _number of ratings accompanied by a detailed analysis of
the issuer’s economic and fiscal characteristics published in our
weekly report - _— 247

2a‘).Ba§ic criteria that must be considered before any evaluation of a
municipality’s credit can be established must include at least the following:

1. Current population of the community involved.

2. True—or market—taxable valuations.

3. Gross indebtedness.

4. Net indebtedness—debt after making deductions for self-sustaining
obligations, sinking funds, state assistance, etc.

5. Over-all, or combined indebtedness. (net debt plus the proportionate
share of the indebtedness of any other governmental unit for which the
community is liable.)

b 6: The ratio of combined debt to population, expressed on a per capita
asis.

88-649 O—68-—pt. 2——3
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7. The ratio of combined debt expressed as a percentage of true—or
market valuations.
. 8. The ratio of combined debt expressed as a percentage of per capita
income.

9. The community’s historical tax collection record, including levies, col-
lections and delinquencies.

The analyst must also carefully examine the economy of the community and
answer the following questions:

Is it a one industry community? Is there diversification in industry? Is there
a heavy dependence on extractive industry? What are its leading sources of
income? What is the Dercentage of industry contribution to the tax base? Other
pertinent facts relative to the economy of the area are: Is the community a
resort area, subject to wide economic swings? What are the value of its homes,
its income levels, relative wealth, personal savings, etc.? Is the community
the location of a major shopping center and related commercial activities, etc.?

The character of a community plays a vital part in its overall evaluation.
What are the educational attainments of its residents? What percentage of its
homes are owner-occupied? Is there evidence of civic pride, of active community
programs for recreation and cultural activities, etc.?

In examining the indebtedness of a community, weight must be given to its
past record; its current indebtedness and its future financing needs. Does it
have a sound capital improvement program? What is its schedule of debt retire-
ments? Is its borrowing margin within legal debt limitations, etc.?

Only when all of the above questions have been satisfactorily answered can
the analyst begin to consider the rating to be assigned a given municipality.
This final rating assignment, done in committee of no less than three members,
is then determined by comparing the issue with other bonds of comparable
rating.

b) The procedures followed to arrive at a rating are materially aided by
current and well prepared financial statements. We will not and cannot rate
on insufficient information. Of particular value is a well thought out and
documented long range plan for capital improvement.

‘We heartily endorse universal adoption of the municipal accounting principles
that are being promulgated by the Municipal Finance Officers Association. Not
only could basic analysis be facilitated but uniform accounting would greatly
promote the preparation of a computer based data bank. This could be a great
benefit to the smaller municipality.

¢) Of great value to us are Federal Government reports, such as those
published by the United States Department of Commerce (The Bureau of the
Census County and City Data Book) and similar publications.

d) We divide the country into areas such as the Northeast, the Southwest,
the New England area, the Midwest farm states, etc. We have found that debt
ratios, for example, have little in common on a nationwide basis. A struggling
community might have very low per capita debt but could have difficulty in
supporting it. On the other hand, high debt ratios might be easily supported
in some vibrant, economically well-off community in another section of the
country.

e) The only reasonable approach to assigning a rating to a given situation
is to collect, correlate and weigh all the information available, subject it to
close serutiny and then review it with our rating committee until agreement
has been reached. Frequently, such agreement can be reached in a matter of
minutes. On the other hand, we might have to devote hours, or even days,
to discussion until a decision is reached.

3a) In 1967, our analysts made field trips to 38 states and the Commonwealth of
Puerto Rico. Field trips lasted from one to two days to several weeks with
innumerable municipalities—both large and small covered. In addition, during
this period, nine state governors were interviewed, including governors Hickel
of Alaska, Hathaway of Wyoming, Kirk of Florida, McKeithen of Louisiana,
Agnew of Maryland, Connelly of Texas, Johnson of Mississippi, LeVander of
Minnesota and Ellington of Tennessee.

b) This question asked about meetings in our office with officials of prospec-
tive bond issuers. The answer is a lengthy list, and is included as Exhibit A.

c¢) Other first-hand reports are gathered from many sources including economic
and business publications such as Rand McNally’s Commercial Atlas and Market-
ing Guide, Editor and Publisher, Sales Management, the United States Depart-
ment of Commerce bulletins, economic reviews published by the various Federal
Reserve Banks, ete. Our financial library, reputed to be the largest privately
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owned in the country, contains over 33,000 volumes related to financial matters.
In addition, we subscribe to 42 out-of-town newspapers and over 1,000 periodi-
cals, and three newswires. Our field staff men, sales representatives and other
personnel scattered throughout the country are also available to us for local in-
formation. In addition, we currently have two resident municipal bond analysts
located in Philadelphia and Houston. Their role is discussed more fully in the last
section of this statement.

4) Standard & Poor’s Municipal Bond Department presently consists of nine
analysts supplemented by four others used interchangeably with our corporate
bond department. These are supported by the services of adequate clerical peo-
ple, and we have a varying number of trainees.

Length of service in our bond department ranges from less than one month
for our newest member to 44 years for our senior bond man.

Most of the analysts are college or professional school graduates. Some have
previous employment with underwriters, banks or other financial institutions.
The range of salaries is from $12,000 to $17,000 with junior people receiving less
and senior people more.

In line with our newly announced policy of fee-based ratings, the staff is
being enlarged. In addition to the foregoing, eight people are presently working
on research for proposed computer applications. This is more fully discussed in
the last section of this statement.

5) Our bond ratings are published in our weekly Bond Outlook, bimonthly
Municipal Selector and monthly Bond Guide. In addition, we average 85 phone
calls daily requesting ratings. The Daily Bond Buyer also publishes Standard &'
Poor’s ratings in their calendar of sealed bid openings. Many underwriters and
dealers include S & P ratings in their offering circulars and bidding calendars.

Occasionally issuers or underwriters disagree with the rating assigned. We
have followed a firm policy of making every opportunity available for review.
This includes personal interviews, submission of further information and a vol-
ume of interchange of comments. We have consistently adhered to the principle
of discussing freely and openly our reasons for the rating and have left every
avenue open for continuing discussion and possible alteration of our decision.

6) The proportion of time spent by our analysts in the mechanics of com-
piling, collecting and assembling data relative to a municipality is rather small.
In virtually all cases, sufficient information is available directly to us. If the
data are considered by us to be insufficient, we request additional material, and
in practically all cases, our requests are granted. The bulk of an analyst’s time
is, therefore, spent in doing the actual correlation of the statistics and review
of the material. In certain isolated cases, sufficient information is simply not
available, and when this is so, we will not assign a rating.

7) The question was asked if our rating would be facilitated if material were
furnished to us two weeks prior to the date of a bond sale. The answer is em-
phatically yes, and we ask for as much time as possible prior to the sale in order
to schedule the work load properly. In certain major new bond sales, it is neces-
sary to have a much greater length of time in order to review from both
analytical and legal standpoints the various documents that are required, in-
cluding bond resolutions, official statements, engineering reports, traffic estimates,
ete.

8) This question asks, “Would the market for municipal securities be ma-
terially enlarged if, (a) the interest income were to be made taxable, (b) the
debt service on the securities were to be guaranteed by a Federal agency and
(c) the municipality were to receive annual grants to cover one-third of the
annual interest cost on the taxable securities?”

Having examined the bills introduced by Representative Patman and Senator
Proxmire (H.R. 15991 and S. 3170) I have prepared my answer to this question
as if the (a) (b) and (c) delineations were not present, and that all three
factors occurred; i.e., the issuing agencies sold taxable bonds, guaranteed by
the Federal government which paid one third of the interest cost. These are the
provisions in the identical bills and the goal of the bills as stated is to “assist in
the expansion of the capital market for municipal securities while decreasing
the cost . . .”.

Question 8 asks, “Would the market for municipal securities be materially
enlarged . . .” if the three factors above took place. I think that the answer to
the question as posed is “yes”. However, I do not believe there would necessarily
be a decrease in cost to the issuer or any new benefit to the small municipality.

Our knowledge of the marketing of municipal securities suggests that tax
exemption is the primary motivation for their purchase. Tax exemption causes
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municipals to appeal to buyers to whom that feature is valuable. It has created
a market place that is completely separate and apart from all other domestic debt
issues. The removal of tax exemption would destroy this market place, obliterate
the normal marketing outlets for municipals, and literally push them into the
huge market known as debt financing.

It is obvious that the market would be enlarged. Municipals, with their new
higher interest rates, could stand alongside Federal obligations, corporate bonds,
and even mortgages. The number of potential buyers would be increased from
the traditional bank-insurance company-individual group to include the huge
mass of investor institutions, funds, and individuals who presently purchase
taxable securities.

I can think of no other answer to the question but that the market must be
enlarged. But this enlargement is not without potentially drastic changes in
municipal interest rates.

I believe that many municipal bonds, even with a federal guarantee, would
have to offer higher rates in many instances than high grade or even medium
grade corporate bonds. My reasoning is that a corporate bond is a debt of a
profit making enterprise; the debt itself has been incurred to increase its profit
making potential. Assuming similar call protection, the lesser known municipal-
ity will have to enhance its marketability by rewarding the investor with more
income as opposed to a known corporate name. :

There is a wide divergence now in the interest rates on Federally guaranteed
municipal tax exempt bonds. Bonds of local public housing authorities vary
greatly despite the Federal guarantee. Hence there can be no supposition that
all municipalities will pay the same rate because of the Federal backing ; they
don’t now, despite, incidentally, AAA ratings on all such bonds.

Insofar as ratings are concerned, the question would disappear. S & P rates
all Federally guaranteed debt AAA.

The question then becomes whether or not the one third interest cost payment
would compensate the municipality for the increased taxable interest rate.

My answer is that in many instances it would not, solely because in the “en-
larged market” which is the goal of the bills introduced, the degree of market-
ability would be determined by how attractive the interest rate is made to over-
come the greatly enlarged competition.

Therefore, although the market most certainly has to be enlarged, the cost to
the average municipality could be extended out of proportion to any benefit to
be gained by having a greater potential market.

THE FUTURE

We believe the Committee’s hearings in this matter have been very timely.
They have coincided with our own deliberations as to how we could cope with
the sharply accelerating demands which have been placed upon us by the bur-
geoning growth in municipal bond financing and by the wide use of municipal
bond ratings. During the last 18 months we have studied internally our rating
methods, our methods of disseminating the ratings and our methods of compen-
sation for the work involved. The spiraling demands being thrust upon us by the
greater municipal financing activity and the extremely tight municipal analytical
labor market strongly suggested the desirability of change. In the light of the
losses which we were suffering in the rendering of this service, we felt compelled
to make a basic modification in policy.

On January 24 of this year, we announced that we would no longer rate munici-
pal bonds voluntarily but, rather, would assign ratings only upon request and pay-
ment of a fee to reimburse us for the time and expense required in analyzing the
issue. The balance of this statement will explain why such a poliecy was necessary
and what we hope to accomplish. This change was announced in a statement
which was given intense national distribution. Since that time, there have been
minor changes in our policy. For purposes of clarification and historiecal record,
the entire statement is reproduced as it originally appeared, along with explana-
tory comments and discussion of the modifications which have been made.

“Since 1949, Standard & Poor’s Corporation has voluntarily rated municipal
bonds. In that year the total of tax exempts issued was $2.9 billion, and the total
municipal debt outstanding was $20.7 billion. In 1967, new tax exempt borrowing
reached a record of $14.2 billion and brought the amount outstanding to over
$113 billion.”

Standard & Poor’s and its predecessor company, Standard Statistics Company,
Inc. have a long record of analyzing municipal credit as an adjunct to invest-
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ment counselling. Internal ratings were used long before World War II. In 1949,
S&P began publishing these assigned ratings in its Weekly Bond Outlook. In
retrospect, the advent of the published rating had an important effect on the use
of the rating. The published dissemination of these letter ratings slowly removed
them from the designed investment services of S&P, and they became in the eyes
of many, part of the public domain.

As the issuance of these securities grew, the “quasi public” importance of the
ratings became established.

“We have continued to meet the requirements created by this growth. How-
ever, the revenue derived from our published services that carry our ratings has
never covered the cost of supporting the staff required to perform rating func-
tions, and the gap is widening.”

“While we have no intention of altering in any way our present procedures
with respect to rating corporate bonds, we are faced with deciding whether we
should continue to provide voluntary municipal bond ratings at great cost to us or
withdraw completely from the municipal rating field.”

Our corporate bond department is an integral part of S&P’s large and important
services in the corporate field. It furnishes information to other parts of our com-
pany, both for publication in stock services and for investment counselling. This
is not the case in municipals. Aside from minor investment counselling income,
the municipal analytical revenue must depend on the published municipal serv-
ices. There is not the interplay in this field as with our stock services.

Consequently, we were faced with three alternatives; one, continue as in the
past, in the face of continuing personnel losses in a labor market devoid of
trained municipal analysts and plan to lose $100,000 to $150,000 in 1968 alone, in
maintaining a “free” service; two, withdraw altogether from rating municipals,
which would mean disregarding a responsibility which, to a degree, we brought
on ourselves when we started publishing ratings; or three, ask to be paid for the
analytical manpower and fact gathering that the job requires.

“We will not withdraw. We feel a strong responsibility to the municipal bond
community in being ready to analyze and rate certain types of debt which other-
wise would not be rated by a recognized agency.”

Certain construction revenue bonds and bonds of various authorities have not,
in the past, been rated by Moody’s. We have rated such bonds and feel a responsi-
bility to such issuers to maintain rating surveillance on their bonds if they so
wish.

“In addition, we feel that when so desired, the industry should have the right to
obtain at least two qualified and independent opinions on the comparative quality
of an issue.”

The key words here are “right”, “qualified” and “independent”. Certainly an
investor is entitled to at least two impartial opinions of investment merit. To be
qualified is our job, by insuring that we are staffed with trained and knowledge-
able people who know their work. Our work policy of asking to be paid for this
work is, in turn, enabling us to build and maintain an adequate and qualified staff.
Independence of the rating agency is, in our opinion, most important. We are free
from political pressures, underwriting alliances, consulting conflicts, or any other
allegiances which could influence our rating determinations.

“We cannot, however, continue to assign municipal ratings on a voluntary basis.
Effective March 1, 1968, we will rate new municipal bonds only upon request and
payment of a fee to reimburse us for the time and expense required to analyze the
issue.”

Our fee is contingent solely upon what we have to do. We seek payment only
in relation to the time and expenses we must incur to determine the rating. The
amount of the fee depends not on the size of the issue or number of bonds out-
standing, but upon the complexity of the analysis involved.

“This is not a totally new concept. Standard & Poor’s has, for many years,
offered ratings on a contract fee basis where the total debt outstanding was too
small to be of interest to the majority of our clients and subscribers. The fees
charged were and will continued to be based on the time and expense involved
in the analytical work necessary to determine the rating.”

Many people do not realize that we have performed contract ratings on a fee
basis for many years. Our policy has been to rate general obligations and revenue
bonds voluntarily only where the total class of debt was $1,000,000 or more; and
in the case of industrial revenue bonds, $10,000,000 or more. In 1967 alone, we
performed in excess of 150 contract ratings for which we charged fees.

“We are now expanding the contract fee policy to encompass all municipal
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credits, including tax exempt industrial aid bonds sold by municipalities, and
we will no longer continue voluntarily to rate these issues.”

There is only one exception to this statement and it is probably obvious. Our
entire rating structure of letter ratings is geared to unconditional obligations of
the Federal Government being considered AAA quality. This is the benchmark
from which our other ratings stem. Consequently, municipal bonds that are either
backed by or are guaranteed by the United States Government or its obligations
are automatically rated AAA. Examples are Public Housing Authority bonds and
advance refunded bonds which are backed by direct and guaranteed U.S.
obligations.

“We are prepared to put behind this effort all the financial and personnel
resources of Standard & Poor's Corporation needed to perform complete and
in depth analysis of the credits presented to us. The contract fee policy will
enable us to continue to maintain high standards of performance.”

The most important point here is that we mean what we say. We have already
seen such acceptance of our new policy that we have confidently planned to
spend whatever is required to maintain a rating staff of unquestioned capability
and to provide them with the most modern techniques. The response that has been
evidenced by recent rating requests has convinced us that we can now justify
whatever expenses are required to meet these needs.

In line with this, Standard & Poor’s has started to employ resident municipal
field analysts—men permanently based outside our home office whose sole duties
are to work on the credits in their particular areas. They are performing on
the scene basic analysis and forwarding reports and recommendations to New
York, returning frequently to discuss the area under their surveillance. Our
concept of this type of branch operation is that, although all rating assignments
will emanate from New York, the local man with first-hand knowledge will be
the initial fact gatherer, investigator, and analyzer of the credit. Our first field
man is operating from our office in Philadelphia, after an indoctrination in
New York. He covers Pennsylvania and such of the surrounding area as is
practical. Our second man has just been employed and he will operate out of
Houston, covering Texas and the adjacent area.

Other men will be employed in other cities as requests for contract ratings
justify the investment. We are pursuing actively the hiring and placing of these
men as the demand warrants.

“In addition, we are planning to study what benefits may be derived by
utilizing our electronic computer capacity in the analysis of municipal debt.
Standard & Poor’s is a recognized leader in the application of computers to
corporate stock analysis. If the demand for municipal ratings so warrants and
computer techniques for better evaluation appear feasible, we will -undertake
the costly effort necessary to utilize computer capabilities in municipal analysis.
In brief, by performing municipal ratings on a fee basis, we are prepared to
invest whatever is necessary for optimum results.”

S & P has, in just the past three years, developed and marketed successfully
a computer oriented service which provides a huge data bank of information on
over 2200 U.S. corporations. We have long been aware of the possible utilization
of computer techniques to assist in municipal analysis and comparative studies.
But such an effort, which requires research, analysis, programming and ulti-
mate utilization, is very costly in terms of people and dollars. Such expenditures
simply could not be justified in municipal analysis because, with purely voluntary
ratings, no return could be foreseen.

We have now, however, committed ourselves to such a study.

We have employed, on a continuing basis, Dr. Roy Bahl of the Maxwell School
of Metropolitan Studies of the University of Syracuse. Dr. Bahl has organized
& group of associates to make a study for us to investigate and evaluate proce-
dures for the utilization of computer techniques in municipal bond analysis and
credit rating. For example, we expect to be able to examine more closely the
weightings of factors which make up a credit rating by having the computer per-
form the myriad calculations of the historical and present ratios. Dr. Bahl has
recruited a full time staff and is now conducting the study.

Before the end of 1968, we expect to be well along in compiling the data bank
and in programming the comparative municipal analysis.

“We believe this is a step forward in providing more expert service to the muni-
cipal bond industry. We are well aware of some of the far reaching effects of this
decision and emphasize that a great deal of thought and reflection has been given
to it. This decision provides a sound solution to the difficult problem of attempt-
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ing to fulfill and reconcile the responsibilities we feel toward the municipal in-
dustry and to our stockholders.”

Little more need be said except to emphasize two points. First, we are well
aware that trust officers, portfolio officers, executors and others may be legally
bound to have at least one or two independent ratings on bonds under their re-
sponsibility. Second, we are a business designed to operate at a profit. It is not
our intention to reap unwarranted returns, but we do expect to operate this service
at some profit. By our decision we have demonstrated that we refuse to continue
to subsidize it, since the latter policy would be self-defeating anyway.

The remainder of the policy statement discussed the implementation and opera-
tion of the new policy.

Current Ratings and New 1ssuces

“Municipal Bonds currently assigned Standard & Poor’s ratings on February
29, 1968 will remain under surveillance until December 31, 1968, at which time
they will be considered as not rated by us unless by contract. If a new issue of
bonds is sold during the period of March 1 to December 31, the new issue and
the outstanding bonds will be considered as not rated by us unless a contract rat-
ing is performed.”

This clause was constructed to provide a means whereby the basic goal could
be achieved—that of providing us with sufficient income to continue to perform
the service thoroughly and in depth.

Shortly after our January 24th announcement, a subcommittee of the Municipal
Securities Committee of the Investment Bankers Association was appointed to
study the problems inherent in bond ratings. In May the subcommittee submitted
an interim report at the Spring Meeting of the IBA. Shortly thereafter we re-
ceived the following resolution which the Municipal Securities Committee adopted
at this meeting:

“The Municipal Securities Committee urges Standard & Poor’s to extend their
cutoff date of December 31, 1968 to December 31, 1969 on outstanding ratings
in the interest of an orderly market.”

We believe that this resolution was prompted and this recommendation made,
not only on behalf of the IBA, but also to serve the best interests of all under-
writers, issuers and investors. We believe it is our responsibility to respond af-
firmatively to constructive suggestions which will benefit the entire industry.
Therefore, we were pleased to cooperate with the IBA and altered our policy in
accordance with their recommendations by agreeing to maintain and extend rat-
ing surveillance on all outstanding ratings until December 31, 1969, or until the
next bond issue.

“We will, of course, continue to obtain and review information on new issues
and outstanding bonds for portfolio recommendations for our investment counsel
clients and inclusion in our weekly Bond Outlook.”

We are receiving information on virtually all municipal bond sales, including
those for which we may not be performing contract ratings. This accomplishes’
several purposes. First, we are maintaining active files on all municipal credits
so that at any time in the future if we are asked to perform a rating our files
will at all times be ready. Secondly, we are presenting the salient facts of new
issues for the benefit of our Bond Outlook subscribers. Third, we are continuing,
as in the past. to recommend purchases and sales of bonds through our invest-
ment counsel division to S & P’s clients.

The statement continued :

How Contract Ratings Work

“The request for contract rating analysis may come from the issuer, under-
writer, consultant, institution, ete.”

Our experience to date is that requests for fee-paid ratings are coming almost
entirely from the issuer. This seems most logical because, over a long period of
time, the group that will ultimately benefit from the maintenance of continuing
rating surveillance is the issuer. The underwriter, consultant or institution may
consider a rating essential to the effective marketing of the issue, regardless of
what the rating may be. But in the last analysis the ultimate investor, it seems
to us, looks toward some independent source to appraise the quality of his
investment. We believe the confidence of the investor, which is so essential to
the issuer who must repeatedly distribute bonds to raise capital funds, places
long term responsibility for rating surveillance on the issuer.

The question has arisen about conflict of interest. That is, is our judgment
apt to be swayed because there is a fee relationship between us and the person
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who obviously wants as high a rating as he can obtain? We can state cate-
gorically that there is no conflict, but people will only be convinced as time
passes. Since March 1, we have performed over 225 contract ratings. Most of
these resulted in affirmations of previous ratings, but in 8 cases, the previous
rating was downgraded.

“The rating may then be used by him or not, as he desires. Regardless of
whether the rating is used, our fee for performing the analytical work will be
charged.”

These two sentences are no longer part of our policy; they were deleted on
February 16, 1968. The clause that the other party to the contract could use the
rating or not, as he desired, was originally founded upon the advice of counsel
that, as a matter of contract law, he should have such right. Immediately many
people saw that such right included the right of suppression of the rating if
the party felt the rating detrimental to selling the bonds. After much consulta-
tion within the industry and particularly with a subcommittee of the Municipal
Securities Committee of the Investment Bankers Association of America, we feel
that we can still have a valid contract without granting such right, and we have
deleted this clause. The other party now does not have the right of suppression
and 8 & P has the right to reveal the rating.

“The fee will depend on the amount of work necessary to arrive at the rating
and can range from several hundred to several thousand dollars.”

Many issuers have requested estimates of cost. Emphasizing what has been
stated before, our fee depends upon the complexity of the issue, not upon its
size or type. Our staff keeps a record of the time and expenses incurred, and
these charges determine the fee. In brief, we are rendering a professional
service for which we ask to be compensated.

“Ratings will be kept under surveillance for one year, or until the next sale,
whichever is earlier, at which time the contract may be renewed at what we
expect will be a fee smaller than the original.”

The subcommittee of the IBA passed a second resolution at its Spring meeting :

“Be it further resolved that Standard & Poor’s should assure any issuer who
avails himself of a fee rating that the rating will be kept in force until a review
is deemed necessary or the issuer schedules a new offering.”

Again we believe this to be a well founded and constructive suggestion. We
have accepted it and modified our policy accordingly. The excellent reception
accorded the basic policy made possible the two modifications suggested by the
IBA.

The contract form itself is not a document requiring signature or other
formal execution. As a matter of practicaliy, it has been kept in simple, memo-
randa form and spells out the conditions under which the rating is to be per-
formed. A copy of this memo has been included as Exhibit B.

In conclusion, I would just add that the change from voluntary to paid
municipal ratings was a major decision on our part. We are very much pleased
and gratified at the acceptance the change has received.

We believe that we have performed a satisfactory and worthwhile service in
the past. But, in the face of the increasing demands being placed upon us, we
finally had to make the reluctant decision against further subsidies. This policy
change will enable us to meet the great need for these ratings, and I wish to
impress upon you, above everything else, our complete sincerity of purpose in
what we hope to accomplish. We do not look upon this as a market to be ex-
ploited; we look upon it as a responsibility. Our fee policy is designed to provide
us with the means to discharge this responsibility in the highest order. We have
committed ourselves to continue to provide an investment service that will
fully merit the complete confidence of the issuers, underwriters and investors.

In summation, we again wish to thank the Committee for the opportunity to
make this presentation. In your deliberations, it may be that you will uncover
recommendations for courses of action which have as yet not been apparent to
us. We wish to assure you and the public at large of our complete willingness
to be flexible in our approach to this unusual and complex problem. We will be
Dleased to try to answer any questions you may have.
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MUNICIPAL OFFICIALS VISITING STANDARD & POOR'S, 1967

Representatives from—

Number
of

persons

Number of
Time spent analysts
attending

Feb.

Mar.

Plymouth Cons. 8.D., Michigan__ ... ._.________...__
Henderson, Ky. (water [T I,
Culver clty S.D., California. ...
Treasurer, State of North Carolina_
Bloomfield Hills Township S.D., Michigan_
Swartz Creek S.D., Michigan...
Avon, Conn.; Merlden Conn__._....

Prime Minister of Manitoba- -Deputy Minister_.
Deputy Minister of Nova Scotia
Fresno, Calif
Montgome
Falls Church,
Lee County, Fla. (Water Department)
Centerville Township, 11l (sewerrev.). __ . . ... . ._.......
Miami Consolidated District, Ohio. ___ ... _.._.___..
Ann Arbor, Mich
N.Y.S. Pollution Agency
Fort Worth, Tex..._._
State of Alaska_ ________ .
Inger-Grove Sanitary District, Minnesota_______.___._

Edison Township, N
Baker, La____________
Chatham Township, N.J
Garfield Co. S.D. No. RE-1, Colorado_.._.___._._._
Middletown, Ohio (indl. rev.) . . ____________
Paris 1.8.0., Texas. . - .o oo
Glassboro, N.J.S.D_. s
Atlanta, Ga. airports.. ..
Avon, Conn_____________________.__.__.
Lubbock Te,
Chelan 00unty ublic Utility District No. 1, Washington__
Treasurer, State of Oregon_______________.._.......
Clarksville School Building Corp., Indiana________
College of the Mainland, Texas_______.___._______
Oak Park, Il (W. &S.rev.).....__......
Miami University, Ohio.

Fulton County S.D., Geo|
Prince Georges County

Passaic County, N.
Irving, Tex
Toledo University, O
Mona Shores S.D., Michigan
Cape Canaveral, Fla____._._.__
Oakland Communi College, Mi
Denver Schools, Colorado
Grand Prairie, TeXoooooooo
Holland, Mich. (Elec. Rev.)_________
Rosemont |.S.D. No. 691, Minnesota_
Miami Parking Authority...__.__.___
Florida Development Commission__ .
Kokomo School Building Corp., India
Hamblin County, Tenn
Mesquite, Tex__________
West Virginia University
Lake M|ch|gan College District. _
Bibb County, Ga____.__._.._...
Park Ridge S.D., lllinois
Territory of Guam
Norfolk, Va. o iieaoaan
South Lakes Schools, Michigan.
Georgia State Authorities....._.
Jefferson Parish, La__....__._...

Rush etc., CSD No. 1, New York.__ . ___ . .. . ...
Mendham, N ieeiceaeaan
Santa Clara County, Calif__.____ . . . .
Orono 1.S.D. No. 278, Minnesota________ . _______ . ____......_
Wayzata S.D., Minnesota___..
Hartley S.D., Texas____ . ... iiiiaiaaan
Stone & Youngberg, inc., San Francisco ... ... .. ...
Anne Arundel County, Md._._.. .. .. . .. .. . _L..o._..
Saginaw County, Mich_ ..o
Texarkana, Ark__.__

Miami, University.
Fayetteville, Tenn___
Tucumcari, N. Mex._
Ashdown, Ark.__.
Fort Worth Tex
Bryan, Tex_..___..
Bay City £.5.D., Texas

2
2
3
2
4
3
3
4
4
5
2
8
4
3
4
3
2
3
4
4
3
2
2

—
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EXHIBIT A

MUNICIPAL OFFICIALS VISITING STANDARD & POOR'S, 1967—Continued

Representatives from—

Number Number of
of Time spent analysts
persons attending

Apr.

May

June

levington, N J___________
Chester Municipal Authority,
State of Tennessee Sch. Bond.
Allendale Boro S.D,, New Jersey
Birmingham S.D., Michigan.__
Dade County, Fla. (Sunny Isl|
Rockville, Md
Brownsville, Tex_
Bensalem Township, Pa_
Ball State College, Indiana__ ... TTTTTTTTTTTTTTCC
Warren Hills Reg. S.D., New Jersey_ . -~ 77"""""""
Mobile County Board of Water District, Alabama
Lima, Ohio_____

Waco City, Te
New Berlin S.
Hartford, Conn.
Woonsocket, RA_________________TTTTTTTTTmmmTTT
Madison County-Jackson, Miss. __
Treasurer, State of Connecticut
Governor Hickel of Alaska__.__
East St. Louis S.D. No. 189, Hltin
Kansas City, Kans__
South Elgin, IIl_._
Westport, Conn_
Gainesville, Fla___
Clarkstown S.D. No. 1,
Baltimore County, Md________
Asheville, N.C_ ____
Kuhn, Loeb & Co______
Bowling Green University,
Naples, Fla.__.____________
Washentaw County, Mich
Roswell, N. Mex____._______
Greater Juneau Borough, Alaska____
Bloomington 1.5.D. No. 271, Minneso
Kodiak Borough, Alaska___._______
Kansas City, Mo______________
California Water Resources Board.
Abilene, Tex__.__._._________
Watertown, Conn__.____
Angelo State Coliege, Texas. _
Richmond, Va..____.___
Temple, Tex..._...___
Milan area S.D., Michigan__
St. Louis Park, Minn____
Livonia, Mich_________
Lexington, Ky._.___z
St. Joseph S.D., Mich__
Atlanta, Ga______________.____
Ball State University, Indiana._
Texarkana, Tex___ _______
Dallas County, Tex____
University of Wyoming__
Lexington, Ky___________
Uﬁper Darby,Pa___.__ . . ____.___.__
Chicago Board of Education, Illinois
Worcester County, Md______________________.__
University of Wichita, Kans_..._________________
Keesville §.0., New York...._____.____.________.
Montrose, Colo._.__._.._____..________________
Catskill, etc., C.S.D. No. 1, New York____________
British Columbia Hydro-Electrie___________________
Brookhaven & Smithtown C.S.D. No. 1, New York___
Macomb County, Mich
Port Huron, Mich_._.________

Hayward, Calif.____________________________.__
Wyoming Vallev Sanitary Authority, Pennsylvania_ __
Goose Creek 1.S.D. Texas._..._.__________________
Warren, Mich.______________________
Bloomington, Ill__.._________________

Pinellas County, Fla.._______________

Odessa Junior College, Texas.._______

San Antonio, Tex. (Sewer). ... ___.__
Bellair, Tex_.._________ .. ________
Omaha Pollution Control Board. _ _
Madison, Wis________________.________________________
Sacramento Municipal Utilities District, California______________
Fort Lauderdale, Fla____________________ . _________________
Columbus, Ga -
Alma, Fenten & Flushing, Michigan School Districts
Florida Development Commission. . ____. ... _______.__

"‘NNN-—NNNNNNNNNN.—-:—.—-wn--NNu—NNNh—NNNNNNNNNHHh‘rﬂ'—NNwN'—h‘h’NNMNH»‘NNNNND—NwNNNHN'—'D—N'—N'—'i—-NNNNNH—'
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EXHIBIT A
MUNICIPAL OFFICIALS VISITING STANDARD & POOR'S, 1967—Continued

Number . Number of
Date Representatives from— of Time speat analysts
persons attending

July 3 White Settlement, Tex. . ce o eeeaeaeas
5 Kettering, Ohlo ............... .
10 Denver,Colo. ___.coeen oo oo
10 Chn:ago C|ty College, lilinois. .
17 Province of Newfoundland. ..
17 Calipatria S.D., California_ .
25 Bluffton, tnd, {wtr). ... C
27 Wisconsin dealers.-.
3 Wichita, Kans............._
8 West Kentucky University......
8 Woest Virginia Board of Education__
8 KansasCity, Mo___._.__________
15 Manatee County, Fla_
17 Campbell County, Va
30 Hudson, Wis.._.__....

Sept. 6 Fort Bend, 1.5.D., Texa:
6 D
7
9
9
12
12
12

Aug.

'
00 NI G £ NI RO N b K 02 0 N

Los Angeles Airport__.._

Montreal Catholic School Com
Sheriden, Wyo. __._.........
Daytona Beach, Fla..

—
WSRO NN NIW N = N

12 State of Hawaii.

Sept. 13 Jefferson Parish, La_ ... ......_...
18 IrvingS.D., Tex __._._...........
18 McNairy Cmmty Tenn.oooeoooeno.
20 Alberta Tele Comm...........co...... - 6
20 State of Vermont.. ... .. ._...___.
21 Dade County Port Authority, Florida. __
21 Shawnee County S.D. No. 345, Kansas_
22 Metro Fair & Expasition Authonty, 1llinois.
28 Muscogee County, Ga.__.______-_______
29 Richard on 1.S.D,, Texas__...........
2 St. Paul Port Autﬁonty, Minnesota. ...

3 Baitimore, Md

4 Decatur, Moo

5 Nome, Alaska

5 Eugene Ore

9 Pearl Rlver Valley Water District, Mississippi.
9 SiestaKey, Fla_____ . . ... iiieeaoo.
9 Tallahassee, Fla._ .. . . ...
}(7) Oyster BayS D. No 21 New York.............
17
19
20
23

Oct.

San Francisco BART.D. . .......o.o_.....

Austin, Tex____...

Dunedin. Fla

Hillshorough County Port District, Florida

Hennepin County, Minn
23 Ector County, Tex_ ... __ .. . . ooo.oo.oo_...
26 Cook Co. H.S.D. No. 217, Illinois
26 Baltimore County, Md_ _ ... .. ____.._..._
27 Minnesota State College._
30 Temple, Tex
30 Treasurer, State of Mississippi..
31 New Mexico University______..
31 Dunkirk, N.Y____ ... .. _.

Nov. §
6 Los Angeles D.W &
8 Alamogordo, N. Mex
9 Wichita County, Tex
9 Hastings, Mich_
13 Garland, Tex.
13 Wichita Falls
14 Garland, Tex..
16 Savannah, Ga_._.
17 Garden Grove, Calif_
17 Fairfax County, Va_ oo eeimecciacceacimicaaeen
20 Northwest Houston Water District, Texas_ ... ... cooaaoo..
20 Genessee County, Mich.-Flint, Mich...__.____________..___.._..
20 Hempstead (town), New York. ... .eeeooooiiiiaoans
21 Richmond, Va.___________
2] Camden, NJ______._
Dec. 1 Milwaukee, Wis

4 Cook County S. D. No. 102, 1Hinois. . - coeummeiaamaaas
4 Riverhead, N.Y .. .-
5 Clinton Townshlp, MiCh e
5 Warren Township, S. B. Corp., 1ndiana. oo i
S Titusville, Fla_ .. e ccceiiemnmm——as
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EXHIBIT A
MUNICIPAL OFFICIALS VISITING STANDARD & POOR'S, 1967—Continued

Number Number of
Date Representatives from— of Time spent analysts
persons attending

6 Laredo, Tex._
6 Cicero, Ill___
12 Haliendale, Fla_
12 Virginia dealer________
13 Ennis, Tex.___.______
14 Austin, Tex_________.

14 Manitowoe, Wis_._ .. ________________ T
14 Sunnyvale, Calif__._________________ - TTTTTTTC
14 1.5.D. No. 191, Minnesota______________________ .77 .
15 Greendale, Wis_
19 Longmont, Colo.

35 min_.__
30 min

27 lrvington, N.Y__________
28 Montgomery County, Md_____._ .. ... "
28 St. Louis, Mo. (Airport Rev.)._...______ ... . . ..l

Totals. . 827 e

R Ll 1 L LN L YA TAT XYY XY
-
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ExHIBIT B
STANDARD & Poor’s Corp.,
New York, N.Y., June 3, 1968.

MEMORANDUM RE MUNICIPAL BoND CONTRACT RATINGS

Standard & Poor’s Corporation no longer rates municipal bonds voluntarily,
but only upon request and payment of a fee to reimburse us for the time and
expense required to analyze the issue. The fee is payable upon completion of
the analytical work and will depend on the amount of work necessary to arrive
at the rating and can range from several hundred to several thousand dollars.

The request for contract rating analysis may come from the issuer, under-
writer, consultant, institution, etc.

The party requesting the rating should submit all necessary information and
agrees to supply later or current information on request. We rely on the person
submitting such information for its accuracy, completeness and susbtantiation.
Standard & Poor’s reserves the right to withdraw from any contract if it feels
that proper and sufficient information is not being received.

We will maintain continuous rating surveillance on the issue for an indefinite
period or until the next bond sale, at which time the contract may be renewed by
mutual agreement.

S & P reserves the right to advise its own clients and subscribers of such rat-
ing, or to publish the same at any time, in its publications or otherwise.

It must be understood that in providing such rating § & P necessarily relies,
on the information then before it and not on any later information. Further, it
must be understood that S & P cannot guarantee the accuracy or completeness
of the information upon which the rating is based, and that such rating is sub-
ject to change or withdrawal at any time without notice. Parties to contract
ratings should also be aware that S & P reserves the right to enter into any
future contract rating relative to the same issue or debt.

Chairman Patman. We appreciate your testimony. We shall return
to you for questioning after the other witnesses have had an opportu-
nity to present their statements.

Next is Mr. Riehle, vice president of Moody’s Investors Service.

STATEMENT OF ROBERT C. RIEHLE, VICE PRESIDENT, MOODY'’S
INVESTORS SERVICE

Mr. Reare. Chairman Patman, Senator Proxmire, members of the
Subcommittee on Economic Progress of the Joint Economic Commit-
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tee, we are privileged to have this opportunity to participate in your
hearings on municipal credit and the financing of municipal facil-
ities. I am a vice president of Moody’s Investors Service, Inc., and am
in charge of the research, analysis, and reports by Moody’s on cor-
porate, government, and municipal bonds. I have worked in the munic-
1pal department of Moody’s Investors Service for the last 15 years.

Needless to say, we at Moody’s have followed the hearings before
this committee with interest and are particularly grateful for the
opportunity to appear before you, not only because of the importance
of the problem presented, but because of some of the things which
have been said about our service and ratings. I have also read the
proposed bills, S. 8170 and H.R. 15991, which would be known as the
“Municipal Capital Expansion Act of 1968.” Certainly every responsi-
ble citizen is in accord with the purported purposes of such legisla-
tion. It is obviously important that all communities and States raise
sufficient capital at the most economical rates to provide needed public
facilities for their citizens. However, I do not believe that the proposed
legislation is either necessary or desirable in achieving this goal.

T doubt that the interest rates presently paid by municipalities and
States are so high that they cannot afford to finance needed public
facilities; nor do I believe that the level of interest rates which they
do pay is attributable to the “failings of the existent municipal securi-
ties rating system.” For example, it is fallacious to charge that the
present interest rates being paid by the city of New York are attribut-
able to the rating which Moody’s or the other investment advisory
services assigned to its bonds. The fact is rather that the credit of
New York City reflects the serious financial problems which it faces
and is going to continue to face.

1 shall not discuss the New York City problem, but I do want to
point out that for years the financial community has given New York
City bonds a lower market rating than the credit rating assigned by
Moody’s, and continues to do so.

Hovwever, since Mr. Goodman of New York City discussed Moody’s
rating of certin- NewYork City bonds in detail in December 1967
before this subcommittee I would like to append to my written state-
ment a detailed reply to Mr. Goodman. It is contained in the appendix
D to my written statement.

1 believe that an erroneous impression has been created at the hear-
ings before this committee as to the function performed by Moody’s
and the other rating and investment advisory services. Interest costs
to municipal borrowers are established by the financial community
and investors. The persons we serve are highly knowledgeable under-
writers, banks, professional, and institutional investors. These organi-
zations have eminently qualified professionals on their own staffs who
compare, evaluate, and make decisions on what bonds to purchase
and at what price. A typical bank which underwrites municipal securi-
ties, for example, has a municipal department consisting of security
gl—na,l%'sts and investment advisers with years of experience in evaluat-
ing State and municipal bonds. Smaller banks throughout the country
correspond with these banks. There is a constant flow of information
between them and it is not all one way. For example, the bank in
Sioux City can give information to the New York bank on the situa-
tion in its local area; it can furnish its own direct first-hand evalua-
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tion of the securities issued in its locality. Similarly, underwriters
have correspondingly large and knowledgeable staffs.

These institutions make their own decisions as to the bonds in which
they will invest, what interest rates they will require, or what interest
rates they will bid to municipalities on bonds offered at competitive
sale. They have the task of evaluating the various securities available
and making the decisions which ultimately determine the interest rate
which will%)e paid by a particular municipality on a particular issue.
When a State or municipality wishes to Eorrow through the sale of
securities, it consults with potential underwriters for guidance as to
the state of the market for such securities. The underwriters, in turn,
may consult potential purchasers, such as banks, to see what the market
reception will be. When the issue is put up for sale, the appropriate
interest rate is discussed by the members of the underwriters syndicate
and an interest rate is arrived at which, in the judgment of the under-
writers, will assure the success of the offering. A rating by an invest-
ment advisory service is only one of many factors considered.

The responsible financial officers of these banks often have a lifetime
of experience in the field of municipal bonds. It is their duty to make
their own evaluation of these securities based on their years of ex-
perience and the investment objectives of their clients. It does them
disservice to suggest that they blindly follow ratings made by an in-
vestment advisory service.

One of the many sources of information used by the financial com-
munity in making an evaluation of securities is, of course, a service
such as the one we provide at Moody’s. However, these highly qualified
professionals who have the responsibility for investing hundreds of
millions of dollars know the type of information we collect, how we
collect it, as well as the skills and qualifications of our staff. They know
how we arrive at our ratings and what our ratings mean. They are un-
der no illusions that our ratings or any other ratings in such a complex
field have what one witness before this committee described as “Biblical
authority.” The processes of arriving at an investment decision is
highly complicated as is the evaluation of the credit standing of an
entity as complex as a city or municipality. The investment merits of
particular bond issues are difficult to determine and will vary with the
mvestment objectives of the institution. The ultimate decision must be
made by the investor in light of his own investment objectives, and it
must be made by him from many sources of information. Moody’s is
one of many sources.

Obviously, there will be borrowers who feel they should have a lower
interest rate, just as there are underwriters who feel the borrower
should pay a higher interest rate. These things work themselves out
in the free marketplace of our financial community. There will always
be some dissatisfaction by borrowers about the way the financial com-
munity evaluates their credit or the merits of a particular bond issue.
The remedy is for them to present the facts as they see them. If the
evaluation of the community does not change, then the horrower
should attempt to improve the credit, not to eliminate the evaluation.
If the process of free market evaluation is eliminated by Federal
subsidies and_ grants, then one of the motivations for improving the
financial condition of our cities will disappear.

Another serious problem of the proposed bills is that of substituting
the judgment of a Federal Government agency for the judgment of
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the financial community. Many persons feel that this will result in
Federal superivsion of Jocal fiscal policy and possibly in the involve-
ment of the Federal Government 1n decisions as to which of several
local public projects should be advanced. I understand that the Munic-
ipal I*Einance Officers Association has passed a resolution opposing the
enactment of any such legislation.

Before reaching any conclusions as to the processes and problems
involved in municipal financing, I urge the committee to hear the
professionals—the banks, underwriters, and institutional investors who
make the investment decisions, and ultimately, the markets.

Thank you, gentlemen, for granting me the ¥rivilege of appearing
before this committee. I shall try to the best of my ability to answer
any of your questions.

(The prepared statement of Mr. Riehle follows:)

PREPARED STATEMENT OF ROBERT C. RIEHLB

I am a Vice President of Moody’s Investors Service, Inc. I am in charge of all
of Moody’s bond analysis—corporate, government, and municipal. Prior to this
I was Director of Moody’s Municipal Research and Services. I have been asso-
ciated with Moody’s Municipal Department for over fifteen years.

Moody’s has conducted studies of municipal finance since 1913 ; it has evaluated
State and municipal bonds for its subscribers since 1919. Throughout these years
it has compiled information and consulted with State and local officials, invest-
ment bankers and financial advisors with reference to these securities.

Moody’s ratings are designed to provide a proad-gauge indicator of independ-
ent professional opinion regarding the investment quality or safety of bonds.
They represent the judgment of a group of experienced security analysts, evaluat-
ing the probable future performance of bonds over an interval assumed to in-
clude a possible business recession of some severity and length.*

In no sense is Moody’s the sole source for evaluations of such securities; nor
do Moody’s appraisals dictate the rate of interest to be paid by an issuing body.
Moody’s sole function is to provide a service to banks, underwriters and other in-
vestors who, by their own independent appraisal and evaluation of such securities
(based on information from many sources, of which Moody's is only one), create
the market for, determine the price of such securities and determine the amount
of interest to be paid.

‘When an issuing body desires to issue bonds, it consults an underwriter. The
underwriter in turn contacts possible purchasers of such bonds. These purchasers
indicate what interest rate they are willing to pay. They are highly knowledge-
able institutions (such as banks and substantial private investors) who are in-
timely familiar with the field of State and municipal bonds and are well equipped
to appraise the merits of particular issues and the suitability of such issues for
their own investment objectives. They invest hundreds of millions of dollars an-
nually. They do not and should not rely blindly on the ratings provided by services
such as Moody’s. These financial institutions have their own staffs of highly
trained experts in this field who obtain information from many sources. While
many of these experts use the advisory services provided by Moody’s and others,
they are under no misapprehension as to what Moody’s does or does not do and
thoroughly understand the significance of its ratings.

Under the present system the rate of interest paid by a community and the
success of its bond issues are dependent upon the judgment of the financial com-

1T do not believe that the ratings made by the investment advisory services have falled
to reflect the rate of actual security defaults since World War II. While it is true that such
defaults have been small in proportion to the approximately $114 billion of tax exempt
indebtedness now outstanding, the defaults which have oecurred during the post-World War
II era of unprecedented prosperity have involved: hundreds of millions of dollars of in-
vestors’ money. In these situations investors have lost either principal, interest or both on
their investments. In any event, however, our evaluation of securities today has to be based
not on what has occurred in the last 20 prosperous years. We are required to evaluate in
anticipation of what might happen in the next 20 years. It is a non sequitur to suggest
that, merely because relatively few securities have defaulted in the recent prosperous era,
securities will fare equally well in the years to come. Indeed. the number of defaults durling
the past 20 years has been surprisingly high considering the prosperity of the period.
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munity of its credit, the financial merits of such issue’ and the supply of money
at the time of issue. The function performed by Moody’s and the other services
should be viewed in this perspective. .

1. VoLuUME oF CREDIT EVALUATIONS

Classes of debt in a minimum amount of $600,000 are eligible for a Moody’s
rating. An issuer which presently may be debt-free but planning to sell $600,000
in bonds may secure a Moody’s rating in advance of bond sale. Moody’s rates
bonds of any size from as little as $25,000 provided the aggregate amount of debt
outstanding sharing a common security following the sale is equivalent to
$600,000.2

Moody’s publishes financial data annually on the approximately 15,000 political
subdivisions, each of which has an outstanding gross indebtedness of at least
$400,000. This service covers issuers which may have several classes of debt out-
standing, each in an amount of one or two hundred thousand dollars. Moody’s
currently rates 11,081 bond issues (many emanating from issuers with populations
numbering barely a thousand). It has formulated investment opinions and studied
operating data on an additional 1,803, for a total of 12,884. There is no need for
rating many of the other unrated issues because these issues are privately placed
either with the Department of Housing and Urban Development or institutional
investors, such as insurance companies. Such investors receive the financial data
and information which they Tequire directly from the issuer and have no need
for a service such as Moody’s; furthermore, the financial information in con-
nection with such transactions is not given to Moody’s, but is kept confidential and
is not made public.*

2. AND 5. PROCEDURES FOLLOWED IN EVALUATING SECURITIES ; THE DISSEMINATION
OF BoxND RATINGS AND OPPORTUNITY TO DISCUSS EVALUATIONS

It has been suggested that Moody’s methods for evaluating securities is
shrouded in mystery. The contrary is true. We widely publicize the methods and
rationale utilized in our rating studies. We do this through (a) questionnaires
provided prospective borrowers, (b) numerous personal and telephone interviews
with municipal officials, professional investors and underwriters, (¢) lectures
and published papers delivered to representatives of state and local borrowing
units at their state, regional and national conferences, (d) articles contributed to
trade publications, and (e) articles published in Moody’s Bond Survey, an invest-
ment advisory and opinion service.

* Moody’s states in its manuals that the ratings “should be used in conjunction with
the description and statistics appearing in Moody’s Manuals. Reference should be made
to these statements for information regarding the issuer.”

2The fact that Moody’s does not rate classes of debt under $600,000 does not impatr
the ability of small issuers to borrow at an equitable interest cost .The bonds of such

the issuing body. Indieed, the banking institutions which purchase such securities are
generally the depositories for the issuer. On the other hand. the lack of economic diversifi-
cation and of professional municipal management of such issuers reduces investment

nities are pequired to pay such a high rate of interest that they are unable to afford to
finance many needed public facilities: nor goes it mean that if such communities were
rated by a service such as Moody’s they would pay a lesser rate of interest.

Small municipal borrowers may pay a slightly higher rate of interest than larger com-
munities for a varlety of reasons: a lack of economic strength and diversification :
2 lack of marketability; deficlencles in financial planning and reporting; federal and
state preemption of sources of revenue which tend to grow with the economy at a far
faster rate than those sources of revenue (e.9., ad valorem and utility taxes) left to the
municipalities.

It also should be noted that there is an Increasing tendency to meet the capital needs
of small borrowers by combining them with other borrowers of similar size through
incorporation with larger governmental units. Rural and semi-rural schools, for example,
are administered and financed through centralized or merged districts: water and sewer
needs are being financed through metropolitan authorites. Bonds of individual commu-
nities are being guaranteed by their respective states or counties.

Additionally, a number of states have established agencies which assist local subdivi-
sions in the preparation and dissemination of presale information followed by: amnual
financial statements. Some provide a consulting service to aid in the solution of individual
communities’ financial problems.

*No totals have been compiled of the number of reports on state governments and agencies
and local public bodies. However, a count could be made from the specifics in the index to
Moody’s Governments and Municipals Manual. From this index one could also compute
the proportion of reports relating to (1) general obligation bonds; (2) revenue bonds; and
(3) special assessment bonds.
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Usually, bonds are payable in the distant future. Hence, an issue’s investment
worth is gauged by the anticipated ability of its issuer to meet all debt service
commitments on schedule, particularly during possible periods of depressed eco-
nomic circumstances.

The factors which must be taken into account in judging a community’s future
ability to pay the interest and principal on its bonds cover the spectrum of eco-
nomie, social, fiscal and financial data. We examine the stability of the economic
base, the relative adequacy of the community’s physical plant and municipal serv-
ices in light of current and probable future near-term capital needs, the existing
tax burden and the likely growth or decline of the credit base and the impact that
each of these factors has on the others.

Our research, which probes many hundreds of factors, is conducted by a
full-time staff of 40, supplemented by specialists in our Public Utility, Bank
and Finance, Transportation and Industrial Departments.

Both data and judgments produced by Moody’s are designed as one aid to
professional investors who have other sources of information available to them
and who independently formulate their own opinions, putting the validity of
our findings to a continuing test. These professional investors include banks
and underwriters which have highly qualified staffs of their own which inde-
pendently obtain relevant information and make their own evaluations of such
securities.' We encourage them to do so.

In addition, if a borrower believes that we have overlooked pertinent infor-
mation or have evaluated information erroneously, we are always ready and
anxious to discuss the situation with him. While there may be disagreement
about our evaluation on occasion, there is no secret about the basis for it. If
a bank or investment advisor evaluates the facts differently (as they on occasion
do), they will act according to their own independent evaluation. Obviously,
in a matter as complex as this, there may be differences of opinion even among
professionals as to the credit worthiness of a given issuer. Further, credit
worthiness is one of many factors involved in the evaluation of the appro-
priateness of a security for the particular investment objectives of a given
portfolio.

Rating studies of new issues originate with the publication of the official
notice of sale in the Daily Bond Buyer, the industry trade publication. The
advertisement initiates a search of our files on the prospective issuer. Depending
upon the amount of information in our file, a set of questionnaires tailored to
the format of financial reporting in the issuer’s respective state is dispatched
immediately by air mail to the issuer, so that we may secure the data necessary
to up-date our files, or, in the instance of a new issuer which is making its
market debut, the more extensive information needed for our evaluation. Most
prospective issuers are conscientious about compiling and forwarding data so
that it reaches our researchers and analysts at least ten days in advance of
sale time. (Sample questionnaires and worksheets are included in Appendix B
to this statement.)

Our query extends from requests for audited financial statements to details
of (1) the coming financing, (2) bond security features, (3) scheduled payout,
(4) projected capital programming, (5) associated legal documents, (6) ex-
hibits pertaining to community development, (7) planning and rate of growth,
(8) an investigation of educational curriculum, (9) present and future ade-
quacy of classroom capacity, (10) the level of teacher salaries, (11) the
number of students matriculating to college, (12) the condition and capacity
of utilities, their rate structure and services, (13) the sources and adequacy
of the community’s revenues, (14) the suffciency of reserve taxing powers,
(15) details concerning the issuer’s economic base, (16) the composition, strength,
diversity and competitive position of local industry, (17) employment and
many others. Finally, Moody’s assesses a community’s prospects in comparison
with neighboring communities in its geographic and trade area.

Of course, in many instances we already have considerable information about
a community in our files. Upon the receipt of financial, engineering and legal
reports we extract the basic data, test it for accuracy and check it against our
file of historical data to establish trends. This task is performed by a staff of

1 Appendix A, hereto, contains a list of investment banking firms in the municipal bond
business (the list belng a copny of an appendix to the statement of Frank C. Carr given
August 29, 1967, before the Subcommittee on Financial Institutions of the Committee on
Banking and Currency of the United States Senate) and a list of underwriting banks (the
list being a copy of an exhibit to the statement of Allen Morgan given August 30, 1967,
before the same Committee).

88-649 0—68—pt. 2——4
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twenty-five researchers who transfer the data to worksheet form for scrutiny
and detailed evaluation by a staff of twelve full-time analysts. The individual
analysts, each of whom is assigned approximately four states and their sub-
divisions as his area of specialization, performs such additional research on
the issue as he deems necessary, evolving ratios and other statistical com-
parisons. The analyst frequently requests additional data from the issuer on
points of investigation suggested by his study and visits with representatives
of local management in our New York office, gaining insights into specific local
problems which may have a bearing on bond security. In addition, periodic field
trips are made by the analyst into his assigned territory.

Once the analyst is satisfied that he has secured sufficient information to make
an evaluation and assign a rating, he consults with the analysts in Moody’s
Public Utility, Transportation, Bank and Finance and Industrial Departments
about pertinent aspects of the issuer’'s economy or capital plant. He then sub-
mits his impressions and recommendations orally to the Rating Committee. The
presentations to this Committee by the analysts are supported by the credit
files and worksheets. The matter is discussed by the Committee and only after
the entire Committee is satisfied that sufficient information has been assembled
and presented does the Committee vote on the rating. The Committee may in-
struct the analyst to secure additional data or research new points. Although
an agreement by two-thirds of the Committee is required to establish a rating,
the Committee is usually unanimous in its view.

The rating is then disseminated to the issuer by telephone, along with an
explanation of the rationale. Unless the issuer indicates that it disagrees with
the evaluation, the rating is released immediately by telephone to all inquiring
bidders and published in Moody’s services. The rating rationale is also pub-
lished in Moody’s Bond Survey, which is a market service. Finally, ratings
assigned to bond issues of $750,000 or more are published daily in the Daily
Bond Buyer, an industry association publication.

In compiling our analyses of bonds, we rely upon the data furnished to us
by municipalities, underwriters and others directly involved in the issuance of
the new security. Our own library of financial data is probably the biggest in
the country. Additional data obtained from government agencies, especially the
Census Bureau, is invaluable.

It is fallacious to compute the amount of time spent on a single rating by
dividing the number of ratings made in a given amount of time by the number
of Moody’s employees. Such a simplistic approach ignores the fact that the vast
majority of our ratings do not require assembling information from scratch. In
most cases we have already assembled a file on the issuer and our job merely
consists of updating it.

Because we do our initial analyses in great depth, annual reviews conducted
when fiscal year-end data’are received can be accomplished relatively quickly
with the accuracy and thoroughness which they deserve. Qur researchers are
trained to spot indicators which might signal any possible change in a com-
munity’s eircumstances, causing the credit file to be turned over to the analyst
for review and further investigation.

It is our practice to spend as much time on a rating as we deem to be necessary.
Our method of producing ratings is not mystical. I have described some of the
techniques and these methods are well known to the bulk of our subscribers who
are, in the main, very knowledgeable and sophisticated professional investors in
positions to evaluate and make their own appraisals. )

Ratings are reviewed at the request of the issuer, underwriter or investor:
they are also reviewed whenever additional debt is issued. In any event, all
ratings receive at least an annual review. Each of our subscribers may at any
time request that we furnish him with the facts underlying a particular rating
and we have always been happy to supply this information and discuss our
analysis of the issue.

Every rated bond is supported by published financial data in Moody’s Munic-
ipal Government Manual, which is updated in biweekly supplements. As stated
above, our manuals specifically refer the reader to these manuals for more de-
tailed information. Additional financial data and associated investment opinions
are published weekly in Moody’s Bond Survey covering all rated and selected
unrated issues scheduled for sale in the coming ten days. A few issues are sold
without a rating because of the issuer’s failure to supply all of the information
requisite to the formulation of a rating judgment which we have requested.
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3. SOURCES OF INFORMATION

PRIMARY SOURCES

The primary sources of information for Moody’s credit investigations are offi-
cial annual financial reports and budgets published by the respective govern-
mental entities, supplemented by (1) interim reports provided by the respective
borrower on Moody’s own reporting forms, (2) prospectus materials prepared by
a borrower in anticipation of a bond sale, (3) engineering reports prepared for
the borrower, and (4) legal documents such as bond ordinances, resolutions and
contracts governing the issuance of bonds and regulating the operations of a
specific municipal enterprise.

Moody’s subseribes to newspapers published in the nation’s population centers.
Our clipping service keeps us abreast of local developments and frequently spots
circumstances or events about which our field staff is instructed to obtain more
information.

SECONDARY SOURCES

Secondary sources of information include: state constitutions and statutes,
local charters, state-published reports on state equalized valuations, local tax
rates and associated operating data compiled by State agencies from local gov-
ernment reports. Economic and demographic materials are obtained from the
U.S. Bureau of the Census, Departments of Agriculture, Labor and Interior, the
Corps of Engineers, the Federal Power Commission, universities, foundations,
bureaus of business research and other State and local business organizations.

Sources are evaluated carefully to ascertain their quality and objectivity. In
addition, Moody's senior analysts make periodic personal inspection tours of the
geographical areas in which they specialize, apprising themselves of local prob-
lems, inspecting physical plants and making first-hand appraisals of management
and economic resources. Such trips, which are scheduled monthly, are also effec-
tive in establishing liaisons to insure a continuing flow of financial and economie
data to facilitate annual credit reviews. In the first six months of this year, our
analysts have toured nearly half the States—twenty-two, to be exact.!

At our analytical headquarters in New York the door is always open to munic-
ipal officials who care to discuss a forthcoming bond issue or who merely wish
to keep us abreast of changing circumstances in their communities. Frequently,
they seek advice regarding the marketing of bond issues. In a typical week, we are
visited by representatives of about 15 governmental units. We have further con-
tact with these and other municipal officials at state, regional and national
conferences.

4. THE ORGANIZATIONAL STRUCTURE OF MooDY’'S MUNICIPAL DEPARTMENT

Moody’s has a full-time staff of forty who assemble information, do research
and produce municipal ratings: twenty-five of them compile data and perform
research, three are librarians, and twelve are full-time analysts.

All of the analysts are college graduates. Two have graduated from law school
and one is a member of the Bars of the State of New York and Washington, D.C.
Six are senior analysts with an average of ten years with Moody’s and many
years' prior experience as analysts and buyers for municipal bond underwriters
before joining Moody’s.

During the four years ending May 1, 1968, we have had no employee turn over.
Our salaries (ranging from approximately $8,500 to $20,000 [excluding depart-
ment heads]) are competitive with those earned by security analysts employed
by institutional investors and brokerage houses.

Supplementing our full-time staff of municipal analysts are the analysts staff-
ing Moody’s Public Utility, Transportation and Industrial Departments and our
staff economists. These specialists keep our Municipal Department apprised of
local economic conditions in the nation’s trade and commercial centers and pro-
vide particularized data and opinions on water, sewer, electric, gas, transporta-
tion and port utilities as well as the health of industries whose revenues provide
support for municipal bonds.

1 The New England States, South Carolina, Florida, Ohio. Missouri, Louisiana, Arizona,
Nevada, New York, New Jersey, Colorado, California, Washington, Alaska, Alabama,
Hawail and Texas.
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6 AND 7. FURNISHING OF DATA AND USE OF ANALYST'Ss TIME

Under the present system we usually receive financial data from a bond
issuer approximately two weeks before the announced date of the bond sale. In
addition to this, of course, Moody’'s has on file all of the information which it
has compiled over the years on the municipality. This allows sufficient time for
us to prepare our rating.

We have a staff of researchers whose job it is to collect and assemble this data
for our analysts, permitting the latter to spend their full time studying and
evaluating the pertinent material assembled and analyzing the particular sit-
uation. As to the proportions of time spent by our staff, see the response to in-
quiry 2, supra.

We are constantly considering means to eliminate time-consuming routine
research and data manipulation. We have investigated and are continuing to in-
vestigate the possible use of computers in simplifying our work. While computers
cannot replace experienced analysts, we have been using them to aid our re-
searchers and statisticians in the preparation of the material from which the
analyst makes his evaluation. In the corporate area Moody’s has pioneered in
the development of sophisticated computer-based analytical techniques. This is
feasible to the extent that there are relatively uniform accounting practices.
Since it was begun in 1956, this project has been under continuing improvement
and expansion, producing operating histories and the basis for industry-by-
industry comparisons, using ratios and indicators indispensible to the industrial
security analyst.

Adoption of uniform accounting practices by a significant number of municipal
issuers will hasten the broader utilization of computer techniques in the munici-
pal bond field and relieve the staff of many time-consuming routine procedures.

COMMENTS ON PENDING LEGISLATION

I have examined 8. 3170 and H. 15991, to be known as the “Municipal Capital
Market Expansion Act of 1968”, and wish to make the following comments.

These Bills propose creating a federal corporation which would issue reports
concerning the fiscal and financial condition of communities, guanantee the
principal and interest of securities issued by municipalities who choose to make
their bonds taxable (providing certain statutory fiscal and financial standards
are met) and rebate one-third of the interest cost of such bonds to these
communities.

The effect of such legislation is problematical. Although the effect of elim-
inating the tax-exempt status for municipal bonds and rebating a portion of
the borrower’s interest cost has been discussed by many and has been the sub-
ject of a well attended seminar held by and reported on by The Brookings
Institution, I know of no consensus among those who have studied the question as
to its probable effect in general or in exact interest cost terms. It has been argued
that increased tax revenues generated by the taxation of hitherto tax-exempts
would more than offset the cost to the federal government of the rebates. How-
ever, this is problematical. The additional cost of making good on the pro-
posed guarantees is even more difficult to estimate, since a mere projection of
the default rate for the last 20 or 30 years would not begin to take into con-
sideration the cost, should there be a major recession or depression. Federal
guarantees might also encourage borrowing beyond the limits imposed by the
necessity of meeting investment standards in a competitive market.

It is clear, however, that the enactment of such legislation would result in a
drastic change in the bond market. Assuming that most municipalities would
choose to issue taxable securities guaranteed by the federal government, these
bonds would be added immediately to the supply of all other existing and future
issued taxable corporate and federal securities, perhaps resulting in a glut in
that market. This would probably lead to an increase in the interest cost for all
who are borrowing through the vehicle of taxable bonds. While some of those in-
vestors who now purchase tax-exempt securities would shift their investments
to taxables, it seems unlikely that all of them would. A number of those who
presently seek tax-free income and who no longer would have it readily avail-
able might choose to invest in equities instead, in hopes that capital gains and
their low deduction would compensate them for the loss of their tax benefits.

Another effect of such legislation would be to replace the judgment of the finan-
cial community with that of a federal agency. Since securities would be guaran-
tede, there would be less incentive for local communities to exercise fiscal
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control and efficiency. Today the reward for such economies lies in a lower
interest rate; the penalty for fiscal excesses is a higher rate. In addition, the
intervention of a federal agency may well result in federal participation in the
determination of what local improvements should be made. It may also bring
about a greater involvment of the federal government in local fiscal affairs,
since the federal agency will have to make a decision as to whether to guarantee
the obligations of the local unit. In doing so, it will apply standards evolved
by that agency which may or may not be responsive to the true needs or
financial condition of the municipality involved.

The need for such legislation is highly debatable. A propesed finding in-
corporated in 8. 3170 and H. 15991 states that municipalities and states now
are required to pay such a high rate of interest that they cannot afford to
finance many needed public facilities. It states that this is due in part to the
alleged “failings of the existent municipal securities rating system which
discriminates against most of the Nation’s smaller communities and many of the
larger cities and which fails to reflect the infinitesimally low rate of actual
security defaults since World War II”.

The present interest rates are not determined by firms such as Moody’s. The
rates are determined by responsible and knowledgeable members of the financial
community based on such factors as their evaluation of the issuer’s credit
history, size and prominence, the relative size of the issue, its call feature,
maturity schedule and exposure to or exemption from state and local taxation,
and, as always, the demand for money in the market place at a particular time.

I do not believe that the present system “discriminates” unfairly. It does,
however, differentiate among various issuers in terms of credit worthiness.
Interest rates reflect, in part, these judgments. Interest rates presently are high
throughout the country. Municipal borrowing costs are no higher today relative
to the taxable bond market than they have been at any other time in recent
history.2 The high cost of borrowing is not caused by credit ratings given by an
agency such as Moody’s. The high cost of borrowing is due to general economic
conditions and especially to the currently excessive rate of price inflation. The
comparatively high cost in particular cases is due to the issuer’s credit condition,
the investment merits of issues as evaluated by the investment community and the
portfolio requirements of the interested investors.

In my view, there is serious question of whether there is a real need for
such legislation. I am certain, though, that the information assembled by this
Committee will be of great aid to the Congress in determining the necessity
for such legislation.

Aside from the question of the necessity for such legislation, I greatly fear
that, if enacted, the proposed Bills would have a serious and detrimental effect
on municipal financial management and the allocation of capital.

No community likes to find itself in the position of having a marginal fiscal
condition and having to pay a higher rate of interest on its borrowing than does
its fiscally sound neighbor. For whatever reason the community may find itself
in fiscal or financial trouble, it is almost certain that one of the consequences
will be a higher cost of borrowing in the future. The threat of having to pay
higher rates is an incentive for a community to keep its financial house in order.
If municipals were federally guaranteed, they would all become Aaa securities
and, with minor exceptions, would sell for essentially the same interest cost.
While the proposed federal corporation would be enjoined from guaranteeing
obligations which appeared to have substantial risks of default, presumably the
vast majority of municipal corporations would meet the necessary standards.

There is today about a 34 % to 19, spread between the interest cost to communi-
ties with the very best financial factors and the interest cost to those whose
bonds, while not speculative, are of the lowest investment grade. The proposed
guarantees would eliminate this spread and, consequently, eliminate one of the
greatest incentives city managers have for sound fiscal policy.

Once the Federal Government guarantees municipal debt, it will have a con-
tinuing financial interest in overseeing the capital expenditures, revenues and
taxes of the particular community so long as the debt is outstanding. Such a
financial stake in a community would most likely lead to ever-increasing federal
supervision and, if necessary, regulation of local government.

1This is particularly so because it is not contemplated that the federal agency will make
any judgment other than whether the particular issue should be guaranteed or not. It will
not mall)(jet the finer distinctions between issues that are presently made by the financial
community.

R See Appendix C hereto, showing the spread between municipals and corporates and
Treasuries.
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In a capitalist free enterprise system, interest is an important mechanism
of allocating capital among competing uses. No better system for such allocation
has been devised. The proposed legislation, through the mechanism of interest
and principal guarantees, would eliminate the gradations of interest cost which
presently perform this function. Considering the lack of information which
exists, the unproven need for any change in the present system of municipal
borrowing and the fiscal irresponsibility which might be encouraged, there
is serious question whether the proposed Bills should be enacted.

APPENDIX A

INVESTMENT BANKING FIRMS IN THE MUNICIPAL BoND BUSINESS IN THE UNITED
STATES As LISTED IN THE BoND BUYER DIRECTORY, 1966 MIp-YEAR EnITION (NOT
INcLUDING COMMERCIAL BANKS) LisT DoEs Notr INCLUDE BRANCH OFFICES

ALABAMA

Andresen & Co., Inc.

Brodnax & Knight, Inc.

First Alabama Securities, Inc.
Hendrix Mohr & Head, Inc.
Marx & Co., Hugo

Perry & Co., Berney

Pierce, Wulbern, Murphey, Inc.
Shannon & Co., J. H.
Shropshire, ¥razer & Co.
Steiner, Rouse & Co.

Sterne, Agee & Leach, Inc.

Thornton, Farish & Gauntt, Inc.

Watkins, Morrow & Co.
‘Wood & Company, George M.

ARIZONA

Refsnes, Ely, Beck & Co., Inc.
Southwest Municipal Bond, Inc.
‘Western Municipals, Inc.
‘Woodward & Zuber

Young, Smith & Peacock, Inc.

ARKANSAS

Delta Securities, Inc.

Hill, Crawford & Landford, Inc.

Powell & Satterfield, Inc.
Raney & Sons, T. J.
Satterfield & Co., Inc., M. A.
Smith & Co., Harrow
Stephens, Inc.

Sullivan Co., Dabbs Inc.
Villareal & Co., Inc,, E. L.
Womeldorff & Lindsey

CALIFORNIA

Barth & Co., J.

Batemen Eichler Hill Richards, Inc.

Brush, Slocumb & Co., Inc.
Cavalier & Otto

Cincotta Inc.

Crowell, Weeden & Co., Inc.

First California Co.

Gross & Co., Inc.

Hanauer & Co., J. B.

Hannaford & Talbot

Lawson, Williams & Stern, Inc.

CALIFORNIA—continued

Lundborg & Co., Irving

Morgan, Olmstead & Allen
Mouiton & Co., R. H.

Overton & Co., J. A.

Rafferty & Co.

Schwabaaher & Co.

Shuman, Agnew & Co

Stern, Frank, Meyer & Fox, Inc.
Stone & Youngberg

Tannen, Wilslow & Co., Inc.
Taylor & Co.

Universal Securities Corp., The
‘Wagenseller & Durst, Inc.
Weeden & Co.

‘White & Co., C. N.

Witter & Co., Dean

‘Wood, Struthers & Winthrop

COLORADO

Boettcher & Co.

Bosworth, Sullivan & Co., Inc.
Coughlin & Co., Inc.

Hanifen, Imhoff & Samford, Inc.
Kirchner & Co.

Mitton, Investments, Robert L.
Mullen Investment Co., J. K.
Shirley & Co., H. Jackson

Stone, Altman & Co., Inc.

CONNECTICUT

Conning & Co.

Cooley & Co.

Putman, Coffin & Burr
Scranton & Co., Chas. W.
Young & Co., Lincoln R.

DELAWARE

Henry & Co., Allan J.
Laird & Co., Corp.
Laird, Bissell & Meeds, Inc.

DISTRICT OF COLUMBIA

Auchincloss, Parker & Redpath
Ferris & Co.

Folger, Noland, Fleming & Co., Inc,

Johnston, Lemon & Co.
Jones, Kreeger & Co.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BoNp BUSINESS IN THE UNITED
STATES oS LisTED IN THE Bonp BUYER DIRECTORY, 1066 MIn-YEAR EpITION (Not
INCLUDING COMMERCIAL BaNKs) List Does NoT INCLUDE BRANCH OFFICES—

Continued
FLORIDA

Arries & Co., D. E.

Carter, Walker & Co., Inc.

Cates, W. H.

Childress & Co.

Cook & Co., Thomas M.

Dooly, Gerrish & Co., Inc.

Bwing & Co., Allen C.

Hough & Co., William R.

Leedy, Wheeler & Alleman, Inc.
Magurno & Co., James F.
Meredith (W. J.) & Co., Inc.
Morrison (A. B.) & Co., Inc.
Morrissey & Co., Inc.

O'Rourke, Inc., T. Nelson

Palm Beach Investment Co., Inc.
Phelps Co., The

Pierce, Wilbern, Murphey, Inc.
Pots & Shepard, Inc.

Sullivan, Nelson & Goss, Inc.

GEORGIA

Brooke (Byron) & Co.
Courts & Co.

Henderson, Few & Co.
Hilsman & Co., Inc., J. H.

Johnson, Lane, Space, Smith, Corp, The

Jolley & Co., Lex

Kable & Co.

Norris & Hirshberg, Inc.
Robinson-Humphrey Co., Inc. The
Traywick & Co., Inc., Howard C.
Varnedoc, Chisholm & Co., Inc.
‘Williamson & Co., C. J.

Wyatt, Neal & Waggoner

ILLINOIS

Bacon, Whipple & Co.
Barcus, Kindred & Co.
Becker & Co. A. G. Inc.
Benjamin and Lang, Inc.
Blair & Co., Allan

Blair (William) & Co.

Blunt Ellis & Simmons
Bohlander & Co., Inc., C. E.
Brophy & Co., F. J.

Carlton & Co., F. A,

Channer Newman Securities Co.
Chicago Corp., The

Colling & Co., Julien
Columbian Securities, Inc.
Douglas Securities, Inc.

First Midstate, Inc.

First Public Bond Co.
Halsey, Stuart & Co., Inc.
Howe, Barnes & Co. :
Hutchinson, Shockey, Erley &
Illinois Co., Ins., The

Johnson & Co., Joseph M.
Lewis & Co., Benjamin

1LLINoIs—continued

McCormick & Co.

McDougal and Condon, Inc.

McMaster, Hutchinson & Co.

Mesirow & Co.

Midwest Securities Co.

Mitchell, Hutchins & Co., Inc.

Mullaney, Wells & Co.

Municipal Bond Corp.

Negley, Jens & Rowe

Nuveen & Co., John

Rodman & Renshaw

Scott & Kegley, Inc.

Speer & Sons Co., H. C.

Vick & Co., M. B.

Vick (Robert) & McNaney Co., Inc.

Wallace & Co., Robert K.

Wilson & Co., Harry J.
INDIANA

City Securities Corp.

Morrissey & Co., 0. W.
Raffensperger, Hughes & Co., Inc.
Slade & McLeish

Wildman, Neal & DeBolt, Inc.

IOWA

Becker & Cownie, Inc.

Beh Co., Carleton D.
Beyer-Rueffel & Co.
Conway Brothers, First of Iowa Corp.
Crabbe & Co., Thomas L.
Morrissey & Co.

Phillips, Blair A.

Qualil & Co.

Shaw, McDermott & Co.
Vieth, Duncan & Wood, Inc.
White-Phillips Co., Inc., The

KANSAS

Beecroft, Cole & Co.

Columbia Securities Corp., The
Davidson Vink-Sadler, Inc.

First Securities Co. of Kansas, Inc.
Estes & Co., Inc.

Mid Continent Securities Co., Inc.
Milburn, Cochran & Co., Inc.
Ranson & Co., Inc.

Seltsam Hanni & Co., Inc.
Small-Lamer Co., Inc., The

KENTUOKY

Almstedt Bros.

Dupree & Co., F. L.
Graham-Conway Co.
Hilliard, J. J. B.,, W. L. Lyons
Kentucky Co., The

Newell, D. P.

Russell, Long & Co.

Security & Bond Co., Inc.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BOND BUSINESS IN THE UNITED
STATES As LISTED IN THE BoND BUYER DirEcTORY, 1966 M1p-YEAR EDITION (NOT
IncLupING COMMERCIAL BANKS) LisT DoES NOT INCLUDE BRANCH OFFICES—

Continued

LOUISIANA

Abroms & Co., Inc.

Arnold & Derbes, Inc.

Barrow, Leary & Co.

Crane Investment Co., Inc.

Dinkins & Co., Ladd

Dorsey & Co., Inc.

Ducournau & Kees

Hattier & Sanford

Howard, Weil, Labouisse, Friedrichs &
Co.

Kohlmeyer & Co.

Newman, Brown & Co., Inc.

Rives, Felix M.

Scharff & Jones, Inc.

Smith-Wood Co., Inc., A. M.

Weil Investment Co.

MAINE

Payson & Co., H. M.
Pierce, White & Drummond, Inc.

MARYLAND

Baker, Watts & Co.

Brown & Sons, Alex.
Garrett & Sons, Inc., Robert
Legg & Co., John C.

Stein Bros. & Boyce, Inc.

MASSACHUSETTS

Alcock & Co., T. R.

Buck & Co., Richard J.
Davis & Co., Donald
Donohue & Sullivan
Draper, Sears & Co.
Estabrook & Co.

Hanrahan & Co., Inc.
Harkness & Hill, Inc.
Kennedy & Co., F. Brittain
Lamb & Co., Inc.

Loker, Sparrow & Co.
Lyons, Hannahs & Lee, Inc.
Marshall, W. L., Jr.
Moseley & Co., F. 8.

Paine, Webber, Jackson & Curtis
Preston, Moss & Co.
Shelvey & Co.

Townsend, Dabney & Tyson
Tyler & Co., Inc.

MICHIGAN

Donovan, Gilbert & Co.

First of Michigan Corp.

Kenower, MacArthur & Co.
Manley, Bennett, McDonald & Co.
Martin & Co.

Parcells & Co., Charles A.

Sattley & Co., Inc.,, H. V.

Shannon & Co.

‘Watling, Lerhen & Co.

MINNESOTA

Allison-Williams Co.

Dain & Co., Inc., J. M.

Ebin, Robertson & Co., Inc.
Ehlers-Mann & Associates, Inc., T. G.
Evansen & Associates, Inc., T. G.
Gates & Co., Stanley

Juran & Moody, Inc.

Kalman & Co., Inc.

Miller and Schroeder, Inc.
Piper, Jaffray & Hopwood
Prescott & Co., E. J.

Rice & Co., Inc., Irvin J.
Shaughnessy & Co., Inc.
Springsted, Inc.

Tarras & Co., A. C.
Woodward-Elwood & Co.
Woolard & Co.

MISSISSIPPI

Allen & Co.

Alvis & Co.

Cody & Co., Inc.
Galtney & Co., Wm. F.
Gates. Carter & Co.
Jones Co., Hamp
Kroeze McLarty & Duddleston
Lewis & Co.

Love Co., J. S.

Newton & Co.

Nunnery & Co., John R,
Southern Bond Co.
Speed Co., Leland

MISSOURI

Audsley & Co., Harold D.

Bankers Bond & Securities Co., Inc.

Baum & Co., George K.

Dempsey-Tegeler & Co., Inc.

Edwards & Sons, A. G.

Estep, Shaffer & Plack, Inc.

Glynn & Co., J. A.

Goffe-Carkener-Blackford Securities
Corp.

Goodall & Co.

Harvey-Klein & Co., Inc.

Heitner Corp., The

Jones & Co., Edward D.

McArthur, Charles E.

McCourtney-Breckenridge & Co.

McCutcheon and Co., Inc., John D.

McLiney & Co.

Newhard, Cook & Co.

Peet & Co., H. O.

Perry, Adams & Lewis, Inc.

Prescott, Wright, Snider Co.

Reinholdt & Gardner

Simon & Co., I. M.

Smith, Moore & Co.

Stepp Investments, Inc., A. F.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BOND BUSINESS IN THE UNITED
STATES AS LISTED IN THE BOND BUYER DIRECTORY, 1966 MID-YEAR EDPITION (NOT
INCLUDING COMMERCIAL BANKS) LisT DoEs NOT INCLUDE BRANCH OQFFICES—

Continued
MISSOURI—continued

Stern Brothers & Co.
Stifel, Nicolaus & Co., Inc.
Stix & Co.

Walckerle & Co., Inc., H. E.
Walker & Co., G. H.
Yates, Heitner & Woods
Zahner & Co.

NEBRASKA

Burns, Potter & Co.

Dinsmore, Eugene C.

Douglas & Co., Inc., John

First Nebraska Securities Corp.
Kirkpatrick, Pettis, Smith, Polian, Inc.
Rahel & Co., J. Cliff

Schwester Company, Robert E.

Van Horne Investments, Inc.

NEW HAMPSHIRE

Townsend, Dabney & Tyson
NEW JERSEY

Adams & Hinckley
Carroll & Co., Lee W.
Cole & Co., F. R.

Ewing & Co.

Gardner & Co., W. A,
Hanauer Securities Corp.
Hanauer, Stern & Co.
Knoller, David N.
McKelvey & Co., George
Moran & Co., J. V.
Outwater & Wells

Ross & Co., J. R.

Ryan & Co., John J.
Schaub, Inc.,, Harry P.

NEW MEXICO
Quinn & Co.

NEW YORK

Adams, McEntee & Co., Inc.
Adams, Sloan & Co., Inc.
Alcock & Co., Inc., J. R.

Allen & Co.

American Securities Corp.
Andrews & Co., Inc.,, James A.
Andrus, Inc., Malon S.
Ashplant & Co., F. B.
Auchincloss, Parker & Redpath
Bache & Co., Inc.

Bacon, Stevenson & Co.
Baker, Weeks & Co.

Barr Bros. & Co.

Bear, Stearns & Co.

Blair & Co., Inc.

Blyth & Co., Inc.

NEW YORK—continued

Boenning & Co.

Boland, Satlin, Gordon & Sautter
Bonbright & Co., George D. B.
Bramhall, Falion & Co., Inc.
Britton & Co., W. R.

Brown Brothers Harriman & Co.
Byrd Brothers

Byrd Brothers, King

Carter, Walker & Co., Inc.
Clark, Dodge & Co., Inc.
Cutter & Dixon

Cutter, Bennett & Co., Inc.
Davis & Co., Shelby Cullom

de Barry Co., Marquette
DeGolyer Co., Inc., John J.
Dick & Merle-Smith
Dominick & Dominick
Dominion Securities Corp., The
Doolittle & Co.

Downs & Co., Harry

Drake & Co.

Drexel Harriman Ripley Inc.
Dreyfus Corp.

duPont & Co., Francies 1.
Eastman Dillon, Union Securities & Co.
Ehlenberger Co., Arthur
Eldredge & Co., Inc.

Ellwood & Co., R. W,

Ernst & Co.

Evans & Co., Inc.

Fabricand & Co.

Fahnestock & Co.

First Boston Corp., The
Freeman & Co.

Gibbons & Co., Geo. B.
Glickenhaus & Co.

Glore Forgan, William R. Stants, Inc.
Goldman, Sachs & Co.
Goodbody & Co.

Gregory & Sons

Haas & Co., G. C.

Halle & Stieglitz

Hallgarten & Co.

Hamilton & Co., Geo. F.
Hargrave & Hopkins, Inc.
Harris & Sons, Inc., Henry
Harris, Upham & Co.

Hayden, Stone & Co., Inc.
Hentz & Co., H.

Herzig & McKenna

Hibberd, William W.

Hill (Malvern) & Co., Inc.
Hirsch & Co.

Hornblower & Weeks-Hemphill, Noyes
Hornbostel & Co.

Houlahan & McCarthy
Hourwich & Co.

Hutton & Co., Inc., E. F.
Hutton & Co.,, W. E.

Kean, Taylor & Co.

Kelly & Co., Inc., A. P.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BOND BUSINESS IN THE UNITED
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INCcLUDING COMMERCIAL BANKs) List DoEs Nor INCLUDE BRANCH OFFICES—

Continued

NEW YORK—continued

Kenny Co., J. J.

Kidder, Peabody & Co.
King & Co., Charles

King, Quirk & Co., Inc.
Kormendi & Co., Inc.
Krieger & Co., Robert E.
Kugel, Stone & Co., Inc.
Kuhn, Loeb & Co.
Ladenburg, Thalmann & Co.
Laidlaw & Co.

Langley & Co., W. C.
Lazard Freres & Co.
Lebenthal & Co., Inc.

Lee Higginson Corp.
Lehman Bros.

Loeb, Rhoades & Co., Carl M.
Lunt & Co., S. D.

Mabon, Nugent & Co.
Mackey, Dunn & Co., Inc.
Mahoney, Inc., Paul J.
McLeod, Young, Weir, Inc.

Merrill Lynch, Pierce, Fenner & Smith

Model, Roland & Co.
Morris & Co., David
Morris & Co., William
Morton & Co., Inc., W. H.
Newburger, Loeb & Co.
New York Hanseatic Corp.
Notine & Co., Inc.
Paribas Corp.

Park, Ryan, Inc.

Pincus & Co., D. A.
Plohn & Co., Charles
Pollock & Co., Inc., Wm. E.
Pressprich & Co., R. W.
Purcell & Co.

Quincey & Co., Chas. E.
Racasi, Inc., G. W.

Rand & Co., Inc.

Rand & Foster, Inc.
Reynold & Co.

Roosevelt & Cross, Inc.
Rothschild & Co., L. F.
Sage, Rutty & Co., Inc.
Salomon Bros. & Hutzler

Scheinman, Hochstim & Trotta, Inc.

Schwamm & Co.

Scudder & German
Shearson, Hammill & Co.
Shields & Co.

Sims & Co., Inc., Herbert J.
Smith, Barney & Co., Inc.
Smithers & Co., F. 8.
Starrett, Smith Co.

State Street Securities Corp.
Stern, Lauer & Co.

Stilz Co., F. W.

Stoever, Glass & Co., Inc.

Stone & Webster Securities Corp.

Sutro Bros. & Co.
Swiss American Corp.

NEW YOREK—continued

Talmage & Co.

Theriot & Co.

Thomson & McKinnon
Tilney & Co.

Tobin & Co., Inc.

Tollner & Bean, Inc.
Topping & Co., Inc.

Trask (Spencer) & Co.
Trent & Co., Peter C.

Tripp & Co., Inc.

Tucker, Anthony & R. L. Day
Tuller & Zucker

Walston & Co., Inc.

Weigold & Co., Inc., Chas. E.
‘Wells & Christensen, Inc.
Wertheim & Co.

White (R. D.) & Co.

White, Weld & Co.

‘Winslow, Cohn & Stetson, Inc.
Wood, Gundy & Co., Inc.
Wood, Struthers & Winthrop

NORTH CAROLINA

Carolina Securities Corp.
Dickson & Company, Inc., R. S.
Eastern Bond and Mortgage Co.
Ferebee & Co.

First Securities Corp.

Hardin & Co., Inc., E. L.
Interstate Securities Corp.
Lewis & Co., McDaniel
McCarley & Co., Inc.

Peeler & Co., Inc., J. Lee

Powell, Kistler & Co.

Selected Investments

Southern Investment Co., Inc.
Vance Securities Corp.

NORTH DAKOTA
Mueller, Harold E.
0HIO

Assel Co., J. H.

Aub & Co., A. E.

Ball, Burge & Kraus
Baxter & Co.

Berman, Selonick & Co.
Bohmer & Co., Allan

Cincinnati Municipal Bond Corp., The

Clancey & Co., W. P.
Conners & Co., Robert L.
Davider & Co., R. H.
Doll & Ipshording, Inc.
Eustis & Co., Inc.
Fahey, Clark & Co.
Field, Richards & Co.
Fox, Reusch & Co., Inc.
Fulton, Reid & Co., Inc.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BOND BUSINESS IN THE UNITED
STATES AS LISTED IN THE BOND BUYER DIRECTORY, 1966 MID-YEAR EDITION (NOT
INcLupING COMMERCIAL BANKS) List DoeEs NoT INCLUDE BRANCH OFFICES—
Continued

O0H10—continued PENNSYLVANIA—continued
Ginther & Co. Hess, Grant & Remington, Inc.
Gradison & Co., W. D. Hope & Co., J. S.
Harrison & Co. Hulme, Applegate & Humphrey, Inc.
Hayden, Miller & Co. Janney, Battles & E. W. Clark, Inc.
Hill & Co. Kay, Richards & Co.
Hinsch & Co., Inc., Charles A. Laidlaw & Co.
Hoetinghoff & Co., Inc., L. W. Masten & Co., A. E.
Howes & Co., Richard G. McKee & Co., Inc., C. S.
Hutton & Co., W. E. McKelvey & Co.
Kurtz & Co., W. F. Moore, Leonard & Lynch, Inc.
Magnus & Co. Newburger & Co.
MceCloy & Co., Inc., C. J. Peelor & Co., Charles G.
McDonald & Co. Pennington, Colket & Co.
Merrill, Turben & Co., Inc. Poole & Co.
Middendorf & Co. Ramblo, Close and Kerner, Inc.
Musekamp & Co., G. H. Robinson & Co., Inc.
Ohio Co., The Schaffer, Necker & Co.
Pohl & Co., Inc. Schmidt, Roberts & Parke
Prescott & Co. Simpson, Emery & Co., Inc.
Roose, Wade & Co. Singer, Deane & Scribner
Ryan, Sutherland & Co. Sparks & Co., J. W.
Saunders, Stiver & Co. Stokes & Co., Walter
Schwinn & Co., L. B. Suplee, Yeatman, Mosley Co., Inc.
Seasongood & Mayer Thomas & Co.
Sweeney, Cartwright & Co. Wagner & Co., Inc.
Walter, Woody & Heimerdinger Whittaker & Co., Robert L.
Weil, Roth & Irving Co., The Woodcock, Moyer, Fricke & French, Inc.
White & Co., J. A. Yarnell, Biddle & Co.

York & Co., Inc., Warren W.
OKLAHOMA

SOUTH CAROLINA
Audsley Investment Co.

Canfield & Co. Crawford Co., Inc., G. H.
Davis, Evan L. Dargan & Co.
Edwards, Inc., R. J. Furman Co., Inc., Alester G.
Honnold & Co. Hamilton & Co.
Oppenheim & Co., Inc., Leo Norris, Edgar M. & Co.
Pringle & Co., E. H.
OREGON Smith & Co., Inc., Frank 8.
Camp & Co. A
Jones Co., June 8. SOUTH DAKOT
Gefke & Co.
PENNSYLVANIA
N
Arthurs Lestrange & Co. TENNESSER
Bioren & Co. Bailey & Co., Lucien L.
Blaine & Co., Inc. Bass & Co., Jack M.
Boenning & Co. Bensdorf & Co., Herman
Butcher & Sherrerd Bradford & Co., J. C.
Cannon & Co., Inc. Bradley & Co., Inc.
Carroll & Sons, T. J. Bullington-Schas & Co.
Collings & Co., Inc., C. C. Cherokee Securities Co., The
Cunningham, Schmertz & Co., Inc. Cumberland Securities Corp.
DeHaven & Townsend, Crouter & Bodine Davidson & Co., Inc.
Dolphin & Bradbury Estes & Co., Inc., W. N.
Dougherty & Co., A. Webster Equitable Securities Corp.
Elkins, Morris, Stokes & Co. First U.S. Corp.
Glover & MacGregor, Inc. Hart & Co., Inc,, A. S.
Hallowell, Sulzberger, Jenks & Co. Hawes & Co., Inc., Fisher

Harrison & Co. Henderson, Few & Co.
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INVESTMENT BANKING FIRMS IN THE MUNICIPAL BOND BUSINESS IN THE UNITED
STATES As LISTED IN THE BoND BUYER DIRECTORY, 1966 MID-YEAR EDITION (Nort
INcLupING COMMERCIAL BANKS) LisT DoES NOT INCLUDE BRANGCH OFFICES—

Continued

TENNESSEE—continued

Leftwich, Ross & Crisler
Little & Co. C. H.
Mid-South Securities Co.
Saunders & Co., Inc., M. A.
‘Wood & Co., J. Osborn

TEXAS

Allison & Co., Inc., M. E.
Central Investment Co. of Texas
Columbian Securities Corp. of Texas
Dittmar & Co., Inc.

Dunbar & Co., Ltd,, R. K.
Emerson & Co.

Eppler, Guerin & Turner, Inc.
First Southwest Co.

Fridley & Frederking
Hamilton Securities Co.

Hugh Bass & Co., Inc.

James & Co., Judson S.

Lentz, Newton & Co.

Levy & Co.

McClung & Knickerbocker, Inc.
McKinney, Rose & Co., Inc.
Miles, C. O.

Morroney, Beissner & Co., Inc.
Moss, Jack G.

Pauls & Co., Louis

Rauscher, Pierce & Co., Inc.
Rotan, Mosle-Dallas Union, Inc,
Rowles, Winston & Co.

Rupe & Son, Inc.

Russ & Co., Inc.

Schaffer & Co., H. L.

Texas Municipal Bond Co.
Tucker & Co., Inc., James C.
Underwood & Co., Inc., R. A.
Underwood, Neuhaus & Co., Inc.
‘White, Chas. B., & Co.

UTAH

Burrows, Smith & Co.
Gibbs, Lauren W,

Morris & Co., Thornton D.
Ure & Co., Lincoln

VIRGINIA

Anderson & Strudwick
Craigie & Co., F. W.
Davenport & Co.

Horner, Barksdale & Co.
Investment Corp. of Virginia
Kaufman Bros. Co.
Mason-Hagen, Inc.

Mason & Lee, Inc.

Miller & Patterson

Scott & Stringfellow

Shoaf & Co., Inc., Cash
Strader & Co., Inc.

Webb & Co., Inc., Edward G.
Wheat & Co., J. C.

Willis, Kenny & Ayres, Inc.
Wyllie & Thornhill, Inc.

WASHINGTON

First Washington Corp.

Foster & Marshall, Inc.

Grande & Co., Inc.

Harper & Son & Co., Wm. P.
Marshall & Meyer, Inc.

McLean & Co., Inc.

Nelson & Co., Arthur E.
Paine-Rice & Co.

Pratt & Co., Inc., H. P.

Richards, Merrill & Peterson, Inc.
Southwick, Campbell, Waterman Co.
Thompson & Co., Terry

WEST VIRGINIA

Blundon, Montague
Young Moore & Co., Inc.

WISCONSIN

Baird & Co., Inc., Robert W.
Bingham, Sheldon & Co.
Denison Co., H. C.

Emch & Co.

Harley, Hayden & Co., Inc.
Loewi & Co., Inc.
Milwaukee Co., The

UNDERWRITING BANKS

Alabama :

Birmingham Trust National Bank*
First National Bank of Birmingham®*

American National Bank & Trust Co. (Mobile)*

First National Bank of Mobile*

Merchants National Bank of Mobile*
First National Bank of Montgomery*

Alaska : National Bank of Alaska (Anchorage)*

Arizona :
The Arizona Bank (Phoenix)*

First National Bank of Arizona (Phoenix)*
Valley National Bank of Arizona (Phoenix)*
Southern Arizona Bank & Trust Co. (Tucson)*

See footnote * on p. 228.



FINANCING MUNICIPAL FACILITIES

UNDERWRITING BANKs—Continued
Arkansas:
Worthen Bank & Trust Co. (Little Rock)*
National Bank of Commerce (Pine Bluff)*
City National Bank (Fort Smith)
Simmons First National Bank (Pine Bluff)
State National Bank (Texarkana)
California :
Bank of America N. T. & S. A. (San Francisco) *
Bank of California, N. A. (San Francisco)*
Crocker-Citizens National Bank (San Francisco)®*
First Western Bank (Los Angeles)*
Security First National Bank (Los Angeles) *
Union Bank (Los Angeles)*
First National Bank of San Diego*
Wells Fargo Bank (San Francisco)*
Farmers and Merchants Bank (Long Beach)
United California Bank (Los Angeles)*
Colorado:
Denver U.S. National Bank*
First National Bank of Denver*
Connecticut:
Connecticut Bank and Trust Company (Hartford) *
Hartford National Bank and Trust Co.*
Florida :
Atlantic National Bank of Jacksonville*
Barnett First National Bank of Jacksonville*
Florida National Bank (Jacksonville)*
First National Bank of Miami#*
Georgia :
Citizens and Southern National Bank (Atlanta)*
Trust Company of Georgia (Atlanta)*
First National Bank (Atlanta)
Illinois:
American National Bank and Trust Co. of Chicago*
Continental Illinois National Bank & Trust Co. of Chicago*
BExchange National Bank of Chicago*
First National Bank of Chicago*
Harris Trust and Savings Bank (Chicago)*
La Salle National Bank (Chicago)*
National Boulevard Bank of Chicago*
Northern Trust Company (Chicago)*
First National Bank & Trust Co. of Evanston*
Capital Bank of Springfield
First Galesburg National Bank & Trust Co.
First National Bank (Benld)
Indiana:
American Fletcher National Bank & Trust Co. (Indianapolis)*
Indiana National Bank of Indianapolis*
Dillsboro State Bank
Madison Bank and Trust Co.
Merchants National Bank (Muncie)
Merchants National Bank & Trust Co. (Indianapolis)
Second National Bank (Richmond)
Jowa :
Central National Bank & Trust Co. (Des Moines)*
Jowa-Des Moines National Bank*
First National Bank of Mason City, Iowa
Merchants National Bank (Cedar Rapids)
Kansas:
Fourth National Bank & Trust Co. (Wichita)*
United Trust Company (Abilene)
Kentucky :
Citizens Fidelity Bank & Trust Co. (Louisville)
Liberty National Bank & Trust Co. (Louisville)

See footnote * on p. 228.
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UNDERWRITING BANKs—Continued
Louisiana :
Rapides Bank and Trust Co. (Alexandria)*
Hibernia National Bank in New Orleans*
National Bank of Commerce in New Orleans*
‘Whitney National Bank of New Orleans*
First National Bank of Shreveport*
Maryland :
Mercantile Safe Deposit & Trust Co. (Baltimore) *
Equitable Trust Co. of Baltimore
Massachusetts:
Boston Safe Deposit & Trust Co.*
First National Bank of Boston*
National Shawmut Bank of Boston*
New England Merchants National Bank (Boston)*
State Street Bank & Trust Co. (Boston)*
Michigan:
Bank of the Commonwealth (Detroit) *
City National Bank & Trust*
Detroit Bank & Trust*
National Bank of Michigan*
Minnesota :
First American National Bank of Duluth*
Northern City National Bank (Duluth)*
First National Bank of Minneapolis*
Northwestern National Bank of Minneapolis*
American National Bank (St. Paul)*
First National Bank of St. Paul*
Cambridge State Bank
Merchants National Bank of Winona
Mississippi :
Deposit Guaranty National Bank (Jackson)*
First National Bank of Jackson
Missouri :
City National Bank & Trust Co. (Kansas City) *
Commerce Trust (Kansas City)*
Boatmen’s National Bank of St. Louis*
First National Bank in St. Louis*
Mercantile Trust Co. (St. Louis) *
American National Bank of St. Joseph
Farmers and Merchants Bank (Mansfield)
Montana : Metals Bank & Trust Co. (Butte)
Nebraska :
First National Bank of Omaha*
First Trust Co. of York
National Bank of Commerce Trust & Savings (Lincoln)
New Jersey:
Boardwalk National Bank (Atlantic City)*
Camden Trust Co.*
Peoples Trust Co. of Bergen County (Hackensack)*
Fidelity Union Trust Co. (Newark)*
First National State Bank of New Jersey (Newark)*
Prospect Park National Bank*
Bank of Passaic & Clifton (Clifton)
New York:
Manufacturers & Traders Trust Co. of Buffalo*

Marine Midland Trust Co. of Western New York (Buffalo)*

Banco Credito (N.Y.C.)*

Bankers Trust Co. (N.Y.C.)*

Chase Manhattan Bank (N.Y.C.)*

Chemical Bank of New York Trust Co. (N.Y.C.)*
Federation Bank & Trust Co. (N.Y.C.)*

First National City Bank (N.Y.C.)*

Franklin National Bank (N.Y.C.)*

Manufacturers Hanover Trust Co. (N.Y.C.)*
Morgan Guaranty Trust Co. of New York (N.Y.C.)*
Sterling National Bank & Trust Co. (N.Y.C.)*

See footnote * on p. 228.
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UNDERWRITING BANKS—Continued

New York—Continued

National Bank of Westchester (White Plains)*

First Westchester National Bank (New Rochelle)

State Bank of Albany
North Carolina :

First Union National Bank of North Carolina (Charlotte) *

North Carolina National Bank (Charlotte)*

Branch Banking & Trust Co. (Wilson)*

Wachovia Bank & Trust Co. (Winston-Salem)*

First Citizens Bank & Trust Co. (Smithfield)

Ohio:

Fifth Third Union Trust Co. (Cincinnati)*

The Provident Bank (Cincinnati)*

Central National Bank of Cleveland*

National City Bank of Cleveland*

Cleveland Trust Co.

Huntington National Bank (Columbus)

The Ohio National Bank (Columbus)

Society National Bank of Cleveland
Oklahoma :

First National Bank & Trust Co. (Oklahoma City)*

Liberty National Bank & Trust Co. (Oklahoma City) *

First National Bank & Trust Co. of Tulsa*

Oregon : First National Bank of Oregon (Portland)*
Pennsylvania :

Fidelity-Philadelphia Trust Co.*

Philadelphia National Bank*

Mellon National Bank & Trust Co. (Pittsburgh)*

Pittsburgh National Bank*

First Pennsylvania Banking & Trust Co. (Philadelphia)
Rhode Island: Industrial National Bank of Rhode Island (Providence)*
South Carolina :

South Carolina National Bank (Columbia)*

Citizens Trust Co. (Greenwood)

South Dakota : Northwestern National Bank of Sioux Falls
Tennessee :

American National Bank & Trust Co. (Chattanooga)*

First National Bank of Memphis*

National Bank of Commerce (Memphis)*

Union Planters National Bank (Memphis)*

First American National Bank (Nashville)*

Third National Bank in Nashville*

Texas:

American National Bank (Austin)*

First National Bank in Dallas*

Mercantile National Bank of Dallas*

Republic National Bank of Dallas*

Texas Bank & Trust Co. (Dallas)*

First National Bank of Fort Worth#*

Fort Worth National Bank#*

Bank of the Southwest N. A. (Houston)*

First City National Bank of Houston*

Texas National Bank of Commerce of Houston*

Continental National Bank of Fort Worth, Texas

Frost National Bank (San Antonio)

National Bank of Commerce of San Antonio, Texas
Utah:

Continental Bank & Trust Co. of Salt Lake City*

First Security Bank of Utah, N. A. (Salt Lake City)*

‘Walker Bank & Trust Co. (Salt Lake City)*

Tracy Collins Bank & Trust Co. (Salt Lake City)
Virginia :

Virginia National Bank (Charlottesville)*

The Bank of Virginia (Richmond)*

State-Planters Bank (Richmond) *

See footnote * on p. 228.
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‘Washington :
National Bank of Commerce of Seattle*
Pacific National Bank of Seattle*
Seattle-First National Bank*
Seattle Trust & Savings Bank*
‘Washington Trust Bank (Spokane)*
National Bank of Washington (Tacoma)*
Peoples National Bank of Washington (Seattle)
Wisconsin :
First Wisconsin National Bank of Milwaukee*
Marine National Exchange Bank (Milwaukee)*
Citizens Bank of Sheboygan, Wisconsin
First National Bank of Oconomowoc, Wisconsin
First National Bank (Ripon)
Port Washington State Bank
Security First National Bank (Sheboygan)
State Bank of Platteville, Wisconsin
Wyoming :
First National Bank & Trust Co. of Wyoming (Cheyenne)*
American National Bank (Cheyenne)

APPENDIX B
Moopy’s INVESTORS SERVICE, INO.

INVESTMENT COUNSEL & CONSULTANTS, NEW YORK

In addition to the conventional pre-sale financial information, we believe that
the information requested in the following itemized paragraphs is a requisite to
any rating study. The incorporation of this data with pre-sale materials will
both facilitate and speed rating studies and better enable us to meet sale
deadlines.

1. A retirement schedule of outstanding debt and a statement of balances in
any related sinking funds.

2. A brief outline of any prospective financing (stating the estimated amount,
purpose and method) being contemplated over the next five years, either by the
subject borrower or overlapping taxing jurisdictions.

3. School enrollments by grade for June in each of the ten preceding years, the
current enrollment and projected enrollment for next five years with an explana-
tion of the manner in which the projections were arrived at.

4. The grades (if any) that are on double sessions at present. The percentage
of seniors going to college. A brief description of the academic program.

5. A brief description (you may find it convenient to tabulate these) of present
school structures and those under construction, showing: (a) type of construc-
tion; (b) date of comstruction; (¢) number of classrooms; (d) area, ceiling
height, seating capacity (where applicable) of the auditorium, gymnasium and
cafeteria, if any; (e) designed capacity.

6. If you are a sending or receiving district, give details and comment on the
permanency of the relationship. If you are a receiving district, also list the total
number or non-resident pupils in each of the years covered in items 2 and 3.

7. Approximately what percentage of area is available for residential, com-
mercial and industrial development? What are the minimum lot areas and front-
ages in the residential zones? Is there a building code, a zoning map? Please
provide copies.

8. A tabulation of building permits issued during each of the past ten years,
stating the number, valuation and purpose. What is the range and the median
value of homes? Are home developments under construction or being planned?
If yes: (a) what is the total number of homes to be built? and (b) what are
their selling prices?

9. An audit report for the past two years and a statement of receipts and dis-
bursements for each of the preceding three years.

*Listed in the Directory of Municipal Bond Dealers of the United States (1967 edition).
Té]i%i hailks not thus marked are listed in the Security Dealers of North America (1967
edition).
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10. A brief description of existing water, sewer, gas, electric and transporta-
tion facilities and the areas served, including a comment on the adequacy of
present facilities.

11. Annexation. What is the local procedure for annexation? Are there any
annexations being considered ? Describe annexations since 1960.

12. Completion of the enclosed form regarding the 20 largest taxpayers with
current employment. Are any of the industries expanding or relocating? Any
public institutions (I.E., colleges, state hospitals). How many employed?

13. Tax levies, tax collection (both current and total), plus the assessed valu-
ation and basis of assessment, and tax rates for all levels of government for each
of the preceding five fiscal years.

14. Median family income? Average number of inhabitants in a dwelling unit.
(Census of housing.) What percentage of Homes are owned by occupants? Per-
centage of work force in manufacturing, professions, technical and managerial,
unskilled labor, clerical.

15. Agriculture (if applicable). What are the principal crops? Soil type?
Breakdown of agricultural production for last five years (available from county
agricultural agent). Economic class of farms.

16. Mineral resources (if applicable) and method of assessment. Description ;
values of shipments and receipts in 1958 and 1954.

17. Population : 1940, 1950, 1960, 1965, 1970 estimated, 1973 estimated.

18. A breakdown of overlapping and underlying indebtedness indicating the
issuer’s respective share of this indebtedness.

19. Completion of the accompanying forms.

To the extent that this information is incorporated in a bond prospectus, audit
report or other publication, those sources will serve as acceptable substitutes.

“COLLEGE” REVENTE BOND RATING INFORMATION REQUIREMENTS

1. Copy of the authorizing resolution.

2. Audit reports covering the revenue producing facilities for the past three
years as well as a tabulation of annual income and expenses for ten years.

3. A breakdown by source of the institution’s income for the past three years.

4. A 10-year record of requests for funds by the institution from the legislature
and a corresponding record of the actual amounts appropriated ; also, anticipated
appropriations for the next five years.

5. Parietal rules now in effect covering dormitory and dining facilities.

6. Description of existing housing and other revenue producing facilities whose
earnings are pledged to this issue. Data should include date built, type of con-
struction, estimated future life and method of financing (borrowed funds, state
appropriations, surplus revenues, other).

7. Schedule of tuition and room and board fees including proposed changes.

8. A 10-year record of enrollments broken down between male and female
students and a projection of future enrollments over the next five years.

9. Descriptive data concerning the institution such as courses of study, type of
degrees conferred, accreditation, etc. A copy of the latest catalog should be
furnished.

10. Comment regarding additional borrowing intentions (detailing amounts,
times and purposes) over the foreseeable future.

11. Other pertinent or related information including an official statement and
notice of bond sale.

RETURN TO MOODY’S INVESTORS SERVICE, INC., NEW YOEK, N.Y.

Taxing Jurisdiction :
Furnish information as indicated regarding the 20 largest taxpayers (based
on the taxable valuation of their property) subject to taxation by this
jurisdiction.
This information is vital for credit analysis purposes even though the list may
include a number of residential properties. Do not trouble to report the number
of employees of non-industrial taxpayers.

88-649—68—pt. 2——5
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Monthly
average

Name of taxpayer Nature of business Taxable number of
valuation full-time

employees

Note: Information of this nature is of vital interest to investors and Moody’s Investors Service, fnc., wishes to feel
free to give out such information to responsible inquirers. If you have strong reasons why such information should be
held in strict confidence, so indicate.

CASH FLOW

[Note: Because of changes in accounts receivable, working cash, etc., the columns below cannot be expected to be in
perfect balance]

Year ended— Gross income  P. & (. and Invested Transfers ou
bond reserve in plant of utility
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L1 N
Operating Balance . X Other
Year ending— Gross p 1 labl P on for Payments in diversions